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IN MEMORIAM 
DR W.J. READER, 1920-1990 


Dr W.J.Reader, the foremost British company historian of his day, died of 
cancer in Cambrkige on 5 June 1990. 

William Joseph Reader, born at Weston-super-Mare on 20 November 1920, 
went to Taunton School before going up to Jesus College, Cambridge in 1939 
with a Major Scholarship in History. Away during the war in the Royal Corps of 
Signals, he saw service on the North-West Frontier of India and in Burma before 

to Cambridge at the end of 1945. It was his good fortune to have as his 
tutor Charles Wilson, then embarking upon The History of Unilever, the classic, 
two-volume work which transformed the writing of business history in Britain, 
so often a public relations exercise, into a reputable branch of scholarship. He 
became research assistant for two years on this massive enterprise, and so, 
by fortunate coincidence, found himself at the right place at the right time, 
serving his apprenticeship to the craft in which he was subsequently to become 
an unrivalled master 

But not at first, for he needed to earn a reasonable living and did not wish 
to teach. He took a job with Unilever’s advertising company, Lintas, where 
he became familiar with budgets, balance sheets and other realities of business 
life. He knew about business from the inside as well as from the records. As 
he became more involved in general public relations work, he started to write 
the Unilever chairman’s speeches; and he was allowed to return to his craft 
when Unilever asked him to write about the early years of Bird's Eye, its very 
successful frozen foods business. The book was published in 1963. 

In his spare time he wrote Life in Victorian England which, when it appeared 
in the following year, was such an immediate and outstanding success that he 
was encouraged to consider leaving Unilever so that he could concentrate on 
writing. A modest legacy and an invitation to write the ICI history clinched the 
matter. (The fortunate intervention of Sir Patrick Macrory, a Unilever director 
who was consulted in general about the economics of that project, was crucial 
to his obtaining the commission. ICI had not yet decided upon an author and 
he was able to urge upon them the merits of the as then littl known writer over 
various great names.) The new freelance was also asked to write the life of the 
first Viscount Weir. For his remaining 26 years he earned his living by his writing, 
with the unceasing support of his wife, Ann, a busy medical doctor. 

His incisive, analytical mind and easy style became familiar to readers of 
social, as well as business, history. Professional Men: The Rise of the Professional 
Classes in England (1966) was recommended to the great wave of sociology 
students then pouring in to the new universities; The McAdam Family and the 
Turnpike Roads (1980) attracted the attention of those interested in transport; 
and his last book, At Duty’s Call: A Study in Absolute Patriotism (1988) dealt 
with the selfless rush to the colours in the First World War. 

It is, however, his company histories, for some of which he employed (and 


6 BUSINESS HISTORY 


acknowledged on the title page) research assistants, which will remain his lasting 
memorial. In addition to his vast and profound Imperial Chemical Industries, the 
first volume of which appeared in 1970 and the second in 1975, he wrote histories 
of the Weir Group (1971), Metal Box (1976) and Bowater (1981). Although 
these were all commissioned works, they revealed each company’s (and often 
its senior managers’) weaknesses as well as strengths. Reader was no ‘company 
man’. He believed that only an honest appraisal would carry conviction. (At least 
one of his major manuscripts remains unpublished.) His 50 Years of Unilever, 
1930-1980 and studies of the long-established engineering firm of Napier, the 
City business of Foster & Braithwaice, Unilever’s former transport subsidiary 
SPD and the Institution of Electrical Engineers, though less substantial works, 
were no less well researched and presented. His range was remarkable and grasp 
of fundamentals unerring. He had the great gift of being able to sort everything 
out in his head before sitting down at his word processor. Then the words flowed, 
apparently effortlessly. 

Bill Reader, a person of great and genuine modesty and infinite kindness, was 
admired by us all as a man as well as a scholar. He inspired particular loyalty 
in his research assistants whom he trained and are now company historians in 
their own right. When, having helped to set up the Business History Unit at the 
London School of Economics, he became one of its Visiting Fellows, a wider 
circle of younger writers came to know him and to appreciate the warmth of his 
personality and breadth of his learning. He was a regular attender of semmars 
In London. It was fitting that his last months were spent writing, with his usual 
clarity and flair, chapters for a new History of Unilever, 1960-1990. He was 
working upon this until within a few days of his death, supported to the very end 
by his devoted wife who, for the time being gave up all her professional duties 
to be with him, taking down his thoughts and ideas for the book when he was no 
longer strong enough to write himself. 


T.C. BARKER 
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AN INTRODUCTION TO ARCHIVAL 
RESEARCH IN BUSINESS HISTORY 


By JOHN ARMSTRONG 


In an endeavour to encourage the use of archival resources in business history 
research, this article indicates which repositories contain the most useful 
collections of relevant records, explains why these documents are of such 
importance, assesses their strengths and weaknesses for historical investigation, 
and suggests the types of question each collection is most suited to address. It 
also tries to ease the pain of using these repositories by outlining what finding 
aids are available and suggesting any short cuts or necessary preliminary steps 
to their successful use. Finally it offers some ideas of organisations which exist, 
in part, to help the researcher locate papers on specific topics or firms. 





This article intends to give an introduction to the most important 
locations for business history research. Given the vast number of 
repositories in Great Britain — Foster and Sheppard listed over 700 
in 1984 and were by no means comprehensive! — it cannot hope to 
be a complete guide to all the places which contain some records of 
relevance to business history. For virtually all record offices and libraries 
with primary material contain some sources which might be of interest 
to a business historian if the subject is sufficiently widely defined. In 
any case a number of directories already exist, listing repositories and 
giving an indication of their holdings.2 The reader is recommended to 
consult them. There are also a number of guides to specific collections 
or industries, and again the researcher should refer to these.3 

This article takes the most important locations for archival research in 
business history, explains what makes each of them of such significance 
in terms of the collections they contain, and indicates the uses to 
which such records can be put in business history. The last requires an 
appreciation of the collections’ strengths and weaknesses as historical 
sources and any biases or failings they may contain, which in turn is 
often related to the specific reasons for the documents’ original creation. 
Locating the records relating to a specific company or group of firms 
in a particular record office can often be tedious and time consuming. 
Accordingly, an attempt has been made to indicate the procedure which 
has to be followed and any short cuts that can be taken. Specifically, 
any finding aids, widely defined, that are available, in the repository or 
elsewhere, such as catalogues, abstracts or indexes ‘and also any printed 
guides or appreciations of individual repositories, collections, or types of 
document, have been listed, for much good work has already been done 
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on this topic and this article draws on it. Finally, the article considers a 
number of institutions whose main raison d'ëtre is to help researchers, 
especially those relevant to research in business history and to which the 
forlorn scholar can and should turn. 

For some readers, such as those who have written full-blown company 
histories using a wide range of sources, there will be little new in this 
article. Hopefully, however, for many there will be one or two sources 
which they have not previously consulted. For the individual who has not 
yet penetrated deeply into the business history jungle it will point out the 
most valuable trees in the forest which bear the best fruit for the effort 
expended. In brief, if you wish to do business history research but do not 
know where to go this is a ‘good repository guide’ and what to look out 
for when you are there. The first five repositories discussed are national 
collections, all based in London, which house the most comprehensive 
set of particular types of document in the country. Although examples 
exist elsewhere, the depth of coverage of these documents in these 


repositories is unique. 


The Public Record Office 


This is perhaps the single most important repository for sources for 
business history. This may seem odd, at first, because the PRO 
houses the records created by central government and its civil service 
departments and, until very recently, business was largely left to 
individual entrepreneurs. It was only in the present century that 
government became directly involved in industry. However Parliament 
has always been concerned with business in some way, if only to tax it. 
For example, the Crown endeavoured to add to its revenue by granting 
privileges, such as monopolies, to certain groups in return for loans or 
other financial considerations. Hence a significant amount of material 
relevant to business for the early modern period resides in the PRO. 
For the nineteenth century there is a wider range of documentation. 
Fortunately, several articles have already been written on the contents 
of the PRO which are of interest to the economic and business historian. 
To these the reader is warmly recommended. That by Terry Rath covers 
those records relating to the period of the classic Industrial Revolution‘ 
while that by Charles Harvey deals mainly with the nineteenth and 
twentieth centuries.9 

Perhdps the largest single relevant class is the files of the ‘dead 
companies’. From 1844, when the government first made the adoption 
of joint stock legal, cheap, and easy, there grew up an enormous 
body of material on each and every registered company. While the 
companies were active these records remained with the Registrar of 
Companies. Once the company had died and had been removed from 
the Register, these files were of little current concern. Hence they have 
been transferred to the PRO. They can be found under the class numbers 
BT41 for companies established and dissolved between 1844 and 1860, 
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and BT31 for those dissolved after that date. They constitute a unique 
collection on British business for they contain details on the purposes 
of the company, its capitalisation, directors, shareholders, registered 
address, constitution, and so on. Thus a business historian could use 
them either to ełucidate the history of a particular company or for a 
whole industry. Even more ambitiously, these records could be used 
to investigate issues of a wider nature, such as which types of industry 
adopted joint stock form earliest; what was the average share size; what 
forms of security were used — debentures, preference shares, equity — and 
hence what was the average gearing ratio. Sources of capital, networks of 
directors, or the process of separation between ownership (shareholders) 
and control (the directors and managers) can all be investigated from 
this source, and indeed have been with varying degrees of success and 
on varying scales. 

However, the problems involved in using these dead company files 
should not be underestimated. For a start, by no means all files survive. 
The policy adopted was to preserve the files of those companies dissolved 
between 1844 and 1907. For those businesses dissolved after 1907, the 
files of all public companies were kept. For private companies, however, 
only a one per cent sample was retained for those dissolved between 1907 
and 1960; after which the files of non-exempt dead private companies 
were retained but the remainder were destroyed, except for the one per 
cent sample; an even smaller sample, half of one per cent, was retained 
for those dissolved after 1970. The remainder have been destroyed. Thus 
the odds are stacked against the researcher who is seeking one particular 
dead private company. There is only a small chance of the file surviving. 
Moreover where any file does survive it is no longer in its original form. 
Most files were extensively weeded before being passed to the PRO, so 
that for companies ceasing after 1950 only the returns for the first, last, 
and every fifth intervening year were retained. This means that it is not 
possible to use these records for short term, year to year, fluctuations, 
only longer term trends can be investigated. The researcher’s problems 
do not end there. If the object is to investigate a number of known, 
named companies, for instance all those in a particular industry or 
geographical location at a given time, then the student will not be able 
to initiate this by going direct to the PRO. There the dead companies 
do not appear in alphabetical order nor is there any finding aid based 
on industry or type of business. The class lists are arranged in broad 
bands by date of decease of the company and then within that by the 
company’s registered number. Although the company name is given in 
these class lists it would be incredibly tedious and an inefficient use of 
time to try to access specific firms this way, or even to pick up firms in 
a given industry. To do this a trip is necessary to Companies House in 
City Road, London (see the relevant section below). There, a pair of 
card indexes can be accessed, one for dead companies and the other for 

of name. To ascertain whether a particular firm is likely to have 
a file at the PRO it is necessary to search through the former card index, 
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which is arranged in alphabetical order of company name. If a card is 
found for the specific firm, or one with a very similar name a variety 
of information will be found on it. The company’s registered number 
will be found in the top right hand corner of the card, and either on its 
face or its reverse will probably be found a note of when the company 
was removed from the register — not necessarily of course, the same as 
when it ceased trading. If the file has been destroyed this will be noted 
on the card with the date. If the file has been passed to the PRO that will 
be indicated and the PRO reference number given. From this, and the 
company’s registered number, the researcher has enough information to 
plod back to the PRO and order up the relevant file. 

If this seems cumbersome to explain, it is equally cumbersome to 
operate. The probability of the researcher finding any particular firm: 
in the dead company card index is, from personal experience of 
endeavouring to trace about 400 named firms, much less than evens. 
One explanation is that the company may not be dead, but have changed 
its name and/or been subsumed by a separate firm. Fortunately this can 
be checked from the ‘change of name’ card index located alongside the 
dead company index in Companies House, but it does mean a second 
round of searching. Obviously, if the researcher is not sure whether 
a company is still alive or dead, a further search will be necessary in 
the microfilmed lists of current companies which are also in Companies 
House, though in a different room. 

Given the high power and low cost of modern electronic data 
processing equipment, it might be thought that this painfully clumsy and 
antiquated system could be superseded, by one based on a computer. This 
would allow single access, by company number or name, which would 
then show the status of the company - if it is dead, whether its file has 
been preserved, and if so the PRO reference number, and, if its name has 
changed, the new name and status. This could then be accessed equally 
easily from both locations of the PRO and Companies House, and even 
made available as an on-line database available to academic libraries, and 
save significant quantities of time and travelling. The main objection to 
this, and the probable cause for it not having already happened, is that 
the cost of putting the backlog of information, amounting to over half 
a million separate companies registered by the early 1950s alone, on to 
the computer would be expensive. However, it would represent a one-off 
cost and be of benefit not merely to historians but also to the whole range 
of company searchers. . 

‘It was suggested that the only way to access a company number was 
via Companies House: This is not quite true. In the PRO at Kew, among 
the finding aids, are large, bound volumes located on bookcase J in the 
Reference Room which list all the companies registered between 1856 
and 1920 in alphabetical order of the precise name of the company 
(i.e. initials or christian names in the registered company name are not 
ignored, as in some indexes, but taken into account) and then state the 
company’s registered number. There are similar volumes for companies 
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on the register at 30 June and 1930 and 1937. These allow the researcher 
to locate a “historical' company's number and target roughiy when it was 
removed from the register. Since the dead companies files were passed to 
the PRO in batches based on the date that they were removed from the 
register, it is possible, once the individual company number is known, to 
look through each batch in turn for a specific company to see if its file is in 
the PRO, since within batches the files are in order of company number. 
However, although this method might save a trip to Companies House, 
if the researcher does not find a relevant file in BT31 he/she will not 
be positive that it has been destroyed until a visit has been made to 
Companies House and the dead company card index consulted. 

Although the BT records are of major significance for business 
historians, they will not answer all questions. The documents which 
had to be lodged under the various Companies Acts varied over time; 
for instance, balance sheets were required between 1844 and 1856, and 
from 1907 onwards, but not between 1856 and 1907.6 There was no need 
to give the nationality of directors before 1917, and the information which 
had to be given in prospectuses was tightened up in 1900.7 For a whole 
range of topics however, particularly on capitalisation, ownership and 
direction, they are an invaluable, and relatively underused, source. 

It was stated previously that the vast majority of files of private 
companies dissolved after 1907 have been destroyed. Although such 
callous philistinism is to be deplored, all is not totally lost to the 
researcher, though it comes pretty close. BT95 contains the ‘class 
sheets’ for these files. Each destroyed file is represented by one 
sheet giving the company’s registered number, name and address, 
the business of the company, the nominal and paid up capital at 
inception and any subsequent alterations, the amount of any mortgages 
or charges registered by the company, as well as the date the company 
was dissolved. In addition there are a number of entries with a date 
and code, and perhaps a note showing what documents were on the 
file when it was destroyed. The BT95 class list on the open shelves 
in the Reference Room contains no information on the companies, 
merely a list of the sheets in order of date of incorporation and then the 
Tegistered company number, for the period 1888 to 1942. Thus, armed 
with the company number, the researcher can soon find the appropriate 
reference number to access the relevant box. However the amount of 
detail that can be gleaned about the business is minimal: some idea of 
its purpose, longevity and capitalisation is about all. There are no details 
of directors, shareholders, causes of company demise or indeed if it ever 
operated. This can only be inferred from the quantity of documents on 
the file and the company’s longevity. Better than nothing might be the 
motto for this class. 

Closely rivalling the BT31 class in quantity and significance for the 
business historian are the records of the transport industries which were 
nationalised in 1947. The railway companies which were merged into 
the four regional groups of the 1921 reorganisation were themselves 
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the result of many amalgamations. These four firms then became 
British Railways. Given that the railway companies in the nineteenth 
century bought out many canal companies, started coasting and short- 
sea steamboat businesses, and between the two world wars had some 
involvement in motor transport and fledgling internal air lines, the range 
of transport modes dealt with in these records, which came into the PRO 
a few years ago, is therefore very wide indeed. They have been mainly 
consulted by transport historians, especially those keen to write on rolling 
stock, liveries, lost stations and the other nostalgic esoterica so loved by 
railway enthusiasts. In addition, however, there is much of relevance 
to the business historian among these records: details of pricing policy, 
employment practice, how competition within the mode, and between 
modes, was tackled, the degree and extent of intra- and inter-modal 
collusion, and some indication of what goods were carried over what 
routes for which companies. 

Again, however, using these records can be a painful process, though 
a little less frustrating than accessing BT31. Since the records were 
generated by company, that is how they have been classified. Thus 
the RAIL class lists in the PRO are arranged alphabetically by railway 
company name and cover over 1,000 separate businesses, although the 
quantity of records varies enormously between firms. This is fine if the 
researcher wishes to investigate specific aspects of a particular railway 
line, but is not so convenient for topics crossing company boundaries. 
Fortunately, there is a card index in the PRO to the RAIL class at cabinet 
K in the Reference Room, arranged on topic lines. Thus if a particular 
commodity, geographical area, or type of activity is being researched 
it can be sought through this card index. Given the vast quantity of | 
railway records there is no guarantee of comprehensive coverage, and 
indeed it does not usually include documents accruing to RAIL classes 
since they were transferred to the PRO, nor such pre-nationalisation 
railway company material as is incorporated in the AN classes (records 
created or inherited by the British Transport Commission, the British 
Railways Board and related bodies). However, it can be a useful aid 
for the business historian giving references to areas, like ‘Park Royal’, 
topics like ‘coaches’, individuals such as Brunel, Gooch or Spagnoletti 
and occasionally the names of specific non-railway businesses like W.H. 
Smith or Green Line Coaches. There is one minor complication. The 
card index was mostly drawn up when the records were in the possession 
of British Transport Historical Records, which was set up under the 
1947 Act, and opened its archives to researchers in the early 1950s. The 
references on the cards are those of BTHR, which are not the same as in 
the PRO. The current user has to convert these references to the PRO 
system by consulting a slim black volume British Transport Historical 
Records: Finding Aids and Key to Former Record Groups on top of the 
cabinet. As the card index is still being added to, a few references are in 
PRO style and easily recognised by the ubiquitous RAIL prefix. Ideally 
the researcher should consult both the card index for any topic which 
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seems relevant (it can be a little idiosyncratic, so it is worth coming 
prepared with synonyms) and the class list for the railway company which 
served the area in which the relevant business was based. It is probably 
a pipe-dream to hope that a computer-based index could be constructed 
for these records which would allow users to input any key word and 
see where there is a reference in the whole body of records. Although 
technically feasible, the cost would be prohibitive. If, however, one of 
the research funding bodies were to take such an initiative, it would be 
a boon to historians. 

I have dealt with these two classes in detail because they are the 
richest concentration of material relevant to the business historian 
in the PRO. There are many more classes which contain data of 
interest to the business historian: Bankruptcy records, some of which 
are kept at Chancery Lane and some of which are subject to 75- or 
100- year closures, are of obvious relevance for both entrepreneurs and 
business; Admiralty papers give information on contracts for supplies 
and purchases made by the Navy; there are large collections of papers on 
industries which came into public ownership, like coal mines, electricity, 
gas and ordnance factories; the documents of the factory inspectorate on 
safety, health, welfare and the exclusion of child labour; and many more. 
There is insufficient room here to cover them all. Instead the reader is 
recommended to the two articles already cited by Rath and Harvey®, an 
essay by John Orbell on the J90 class’, and the excellent discussion about 
‘the records of government departments’ in Orbell’s book on tracing the 
history of a business.19 Additionally the PRO publishes a Current Guide 
to its contents and a number of pamphlets on specific types of record, 
some of which are particularly relevant to the business historian;!! all 
are available at Kew. Finally, the staff on the enquiry desk are always 
helpful, knowledgeable and keen to try and point researchers in the 
right direction, though equally determined to ensure the latter did the 
research, not the former. Of course the PRO contains only records 
relating to England and Wales. Nearly all the material mentioned above 
is mirrored in separate series in the Scottish Record Office in Edinburgh 
and the Public Record Office of Northern Ireland in Belfast. 


The-Guildhall Library 


The Guildhall Library (GHL) serves the City of London and concen- 
trates on works relevant to the square mile. As such it has a good 
collection of books and pamphlets on the business history of any 
company that was or is located in the City and a comprehensive 
collection on the City Livery Companies. In addition to these, the 
Manuscripts Department of the GHL has built up a large collection of the 
aa ee Gan ae These range from merchant banks, 
insurance companies and share brokers, the traditional financial firms 
associated with the City of London, to advertising agents, and mining 


companies whose headquarters were in the City but whose operations 
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were worldwide. Given the dominance of London as a world centre 
for financial services it is not surprising that this collection alone would 
merit the GHL’s place in this article. In addition, however, the GHL 
contains a unique collection of records transferred from the London 
Stock Exchange and which are complemented by a nearly complete 
run of Stock Exchange Year-Books. Although these records only give 
details on publicly quoted companies — more specifically those traded 
on the London Stock Exchange — and are mainly about financial matters, 
they are nonetheless a priceless source for the business historian as they 
cover the largest British businesses, for virtually the whole period 1880 
to 1965, and are an excellent financial record for those businesses. 

The largest part of the Stock Exchange collection comprises the 
Annual Reports, which are large bound volumes containing all the 
documents which the Stock Exchange required to be submitted to its 
Share and Loan Department and from which, from 1875 onwards, 
the Stock Exchange Year-Book was compiled. These include directors’ 
reports, balance sheets, letters about scrip or rights issues, the issue, 
conversion or redemption of any class of share or stock, court rulings, 
press reports of company meetings, and any other document which was 
sent out to shareholders or the press or which would affect investors’ 
perception of the value of shares in the individual company. Thus, 
for a publicly quoted company, this source will give a comprehensive 
picture of changes in capitalisation, the replacement of directors, how 
the company performed and some explanation as to why certain policies 
were pursued. Where a balance sheet is included this will also give some 
insight into sources of capital, land, buildings and other assets and some 
idea on liquidity, gearing, and returns. 

However, this collection is not without some drawbacks. A minor 
annoyance is that, because of the bulk of the collection, it is housed 
outside the building and at least 24 hours’ notice is required for access. 
Secondly, the binding of the volumes is rather odd. Mostly they are 
bound in subject categories as used in the Stock Exchange Year-Book 
(SEYB) and by year. Thus it is worth checking the SEYB, which is 
available from the issue desk or on the open shelves, to ascertain where 
precisely any particular company appears in it. Many manufacturing 
businesses appear in the nineteenth century under the general heading 
‘Commercial’. There is no consistency over time. A particular company 
may appear under one heading in the 1880s but, by virtue of a new 
category, under a different one in the 1920s. Most years are bound 
singly, but those for 1880-85 are bound together by category. The 
classification and binding is sometimes eccentric, but fortunately the 
GHL has produced a typescript guide to the reports which can be 
consulted at the Library.13 It is comprehensive and detailed and any 
prospective user would be weil advised to check it first, to find out if 
the reports for a particular category in a particular year are available, 
and where they are bound. The GHL is also working on a card index to 
the reports for 1880-85 by company name. 


—— 
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Once the researcher has located and accessed the company and year 
in which ‘he is interested, happiness is not guaranteed. Where there is 
a balance sheet, before the 1929 Companies Act, it can often be so 
attenuated as to be of little value. For example, it was not unusual to 
have non-tangibles included among the assets, a practice frowned upon 
by most accountants, though some firms are again putting a nominal 
value on brands. Also many assets were lumped together, and only 
one value given for the whole bundle, so that it is impossible to break 
down the capital employed. Shares in, and loans to, subsidiaries were 
treated cavalierly so that the basis of valuation and its accuracy are not 
ascertainable. Where profit and loss statements were provided they too 
were often shorn of detail. They might give no figure for gross sales, for 
fear of providing useful information to competitors, or any breakdown 
of normal running expenses, and may contain an abbreviated breakdown 
of net sales revenue, directors’ fees, dividend payments, depreciation 
and profit carried forward. In this form it is difficult for the business 
historian to make much sense of them to construct ratios or explain 
financial policy. Some may yield time series of capital usage or sources 
of capital, but these may be of dubious value. Some assets in the balance 
sheet remained at the same valuation year after year because they were 
given an Original or historic cost and were rarely revalued, as was normal 
accounting practice until very recently. At other times there is a total 
break in the series because new categories have been used. If it is also 
borne in mind that until the 1930s disclosure of ‘secret’ reserves was 
not required by company law or auditors, there is another source of 
misinformation. If the business historian does try to construct time 
series, it can be a tedious activity, since each year requires the ordering 
and consultation of a separate volume in the GHL. Fortunately a number 
of previous writers have dealt in depth with the problems and pitfalls of 
using company financial statements and the reader is advised to consult 
these before embarking on any analysis.14 Additionally, there have been 
a number of attempts to reconstruct the financial affairs of a business to 
discover what actually occurred.15 Again the reader should take these 
sometimes sad tales to heart. 

Directors’ reports, and the reports of the chairman’s statement at 
general meetings which are bound in these volumes, are not without bias 
and should not be treated as objective statements. They are partly public 
relations exercises intended to reassure existing shareholders, encourage 
potential investors and keep the City favourable to the company. As 
such, the best gloss is likely to be put on unfortunate events, which 
will always be in the past and steps will have been taken to rectify 
problems. The causes of any such problems will nearly always be outside 
the control of directors, such as weather, war or trade cycle fluctuations. 
Managerial incompetence, lack of foresight or stupidity will rarely be 
cited as a factor. Thus the business historian needs to take some of the 
material in directors’ reports with a very large pinch of salt and check 
them out with other sources, such as editorial comment in the financial 
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press, though, again this may be largely based on the company’s press 
release. 

The other large collection which the GHL received from the Stock 
Exchange consists of the bound volumes of prospectuses. The Stock 
Exchange insisted that any company quoted or traded on the Exchange 
lodge a copy of any prospectus issued. Again this was to keep the 

, and investors, abreast of any alterations to the financial 
position of the businesses. These were preserved and bound and passed 
to the GHL. The earliest specimens date from the 1820s, but there are 
gaps in the coverage until the 1880s, when there is a more or less 
complete series until the 1960s. Again it must be stressed that these 
were prospectuses only for public companies quoted on the London 
Stock Exchange, a small minority of businesses, and do not include 
private companies or funds raised by private subscription. It is essential 
to have ascertained from an alternative source in which year a particular 
company appealed to the public for funds, for it would be vastly tedious 
to plough through every year on the off-chance that a prospectus was 
issued. Since they are bound in alphabetical order of the company name, 
in one volume till 1880 and then annually, and the volumes are kept in 
the body of the library rather than on another site, they are rather easier 
to use than the company accounts. 

The contents of prospectuses, and therefore their usefulness to the 
business historian, varies enormously over time. The law before 1900 
was very lax on what had to be specified and many nineteenth-century 
prospectuses are more works of intention than of fact. Optimistic 
statements abound and hard figures of output, sales or past profitability 
are thin on the ground. Even in the early twentieth century many 
prospectuses remained impressionistic and enthusiastic rather than 
factual. From 1900 the law increasingly tightened up what had to be 
stated in a prospectus so that it grew in size and detail.16 Providing 
the inherent bias towards optimism is borne in mind, they can give an 
idea of the intended activities of the business, capitalisation, directors, 
patents and other assets being purchased. However, there is no guarantee 
that the money was raised or, if raised, that it was spent as intended, 
and bence the statements in a prospectus need checking against later 
operations, perhaps for example in the SEYB or dead companies’ files. 

Finally, another collection in the GHL worth separate mention resides 
in the Manuscripts Department. This consists of the papers which had to 
be lodged with the Stock Exchange on every occasion that a company 
wished to have its shares listed or quoted on the Exchange. These are 
known as Applications for Listing. When a firm first wished to have 
its shares traded on the Exchange it had to make formal application 
and submit a tranche of documents including the prospectus, articles of 
association, details of allotment, copies of share certificates and letters 
of allotment, statements from the company’s bankers, and copies of 
any agreements entered into by the firm. These have been preserved. 
Whenever a company wished to add to its capital or have a new form of 
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security, such as preference or deferred shares, quoted on the exchange it 
had also to seek permission and submit a similar set of documents. These 
records provide a snapshot view of the larger companies at the points at 
which they endeavoured to raise money from the public. To aid access 
to a vast archive, a card index exists, at Ms 18001, in alphabetical order 
of company name, so it is relatively easy to ascertain íf a particular firm 
features in the collection. The quantity and quality of documentation 
changes over time. In the 1880s it was pretty basic, whereas closer to 
tbe present more information is provided. The types of question which 
this source can answer are limited to the mainly financial side, and similar 
to those addressed to the prospectuses and company reports which are 
also kept in the GHL. In many ways these sources are y 
complementary. The prospectuses are mainly about intentions, while the 
application for listing reinforces this and carries it forward, as it should 
indicate the degree of take up of the share issue. The company reports 
will then indicate how the capital was deployed and the effectiveness 
with which it was used, as well as giving the background to, and possibly 
causes of, future appeals to the public. Used together they should give a 
pretty good insight into the financial affairs of the many large concerns 
which raised money from the general public. 


Companies House 

The Registrar of Companies was established by the 1844 Companies Act. 
Among his duties was to receive the documents which had to be lodged 
before a business could become a registered company and, once it was 
trading, to receive the various annual returns which each company had 
to make if it wished to avoid being struck off the Register. The nature 
of the documents to be deposited was determined by company law and 
varied over time depending upon the provisions of the Acts. Essentially 
the range of documents required has been indicated in the section above 
on the PRO. Companies House complements the PRO in that the 
former keeps similar documents to the latter, but for live companies 
and, because the companies are still actively trading, no weeding or 
destruction has occurred. Thus a file exists for every live company and 
it has all returns, pot just every fifth year. 

The amount of information held by the Companies Registrar is 
vast, since it comprises all records lodged by currently-live companies 
throughout their existence, which could now be over 130 years; in 1980 
there were eleven companies still active which had been registered in 
1856.17 The type of questions which it will answer are, obviously, similar 
to those which can be addressed to class BT31 in the PRO, since the 
range of documents is the same. The slight advantage of the Companies 
House collection is that it is amenable to year-on-year analysis to show 
short term fluctuations, whereas this is not possible for BT31. The bias in 
the documents is also similar to BT41 and BT31. Most returns are fairly 
neutral, though real shareholders may not appear in these records, as 
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nominees such as banks, trusts or employees may be used instead of the 
ultimate owner. Where prospectuses or directors’ reports are consulted, 
the comments made previously about their inclination to optimism and 
managerial perfection should be borne in mind. 

The main problem for the researcher wishing to use these records is the 
practical one of accessing them. Finding whether a company is still alive 
is fairly easy. There is one room devoted to screens which list all the live 
companies in alphabetical order of name and provide additional details 
such as registered number, current address, date of initial registration, 
and date of last return. Armed with the registered company number, 
the researcher can order the relevant files. However, because of the 
bulk of the records, the latest information on each company is recorded 
on microfilm and the relevant sheets are handed to the enquirer. These 
will normally only cover the last few years and are of little use to the 
historian. The paper files dealing with the more ancient returns are not 
kept at Companies House, but at Maindy in Cardiff or Pontypool. Thus 
to see them in London entails two visits, one to order the file, followed 
by a several-day hiatus then another to examine it. Also, given the bulk, 
there is a natural reluctance on the part of the Companies House staff to 
bring more volumes than absolutely necessary so that there may need to 
be a reorder and further visit. The only way to avoid the delay is to go to 
Cardiff, where the paper files may be consulted directly, but, depending 
upon the researcher’s location, this may entail time and expense. Some 
consider this a good investment as there is plenty of parking space, a 
decent search room and a good cafeteria. However, not all the files are 
kept at Maindy but at a repository in Pontypool a few miles away and 
need a minimum notice of 24 hours. To prevent frustration, even longer 
should be allowed, and it should be made clear to the staff exactly which 
documents are required and for what dates, to avoid receiving only the 
microfiche or the wrong parts of the paper file. At Companies House 
can be consulted the files of companies which have been struck off the 
register but whose files have not yet been passed to the PRO; for there is 
a delay of 20 to 25 years between these two stages. The files of companies 
dissolved from about 1969 to 1976 are kept in the London office, but 
the files of companies removed from the register after 1976 are held in 
Cardiff and thus need ordering. 

If the files are consulted in London the facilities for examining them 
are pretty poor. There is no separate quiet room. Usually this reader 
has been put in the general search room, where the screens providing 
company numbers are located, which is noisy and full of bustle as it 
is used by dozens of City search people intent on examining the latest 
accounts of current companies. It is far removed from the reverent 
silence and peace of the PRO. Additionally, access to these files is not 
free. A charge is made of £1 for each, so that if a large number are being 
consulted it can be rather expensive. 

The other significance of Companies House, which has already been 
dealt with under the PRO heading, is that it contains the card indexes 
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which list, in theory, all dead companies and indicate whether their files 
have been destroyed or passed to the PRO, and in the latter case the 
relevant box number essential to ordering them at the PRO. Companies 
House also contains the card index of changes of name, which enables 
a researcher to determine whether a company is still alive under a new 
name, or whether it should be sought among the dead companies under 
a different name. Thus, even if only interested in companies which have 
ceased trading, the researcher will have to visit Companies House in City 
Road. 

The records held by the Registrar really are a vast resource, but they 
remain little used. This is partly because an active company may have 
retained copies in its own archive — and generally speaking business 
histories are more often written on live companies than dead — but also 
because the clumsy access and bulk of the records makes using them 
cumbersome. If a researcher is writing on one firm, it is not too awkward 
or expensive to use these records, but fot a comparative or industry-wide 
study it does become time consuming and awkward. If better access was 
provided it would generate its own traffic — like the M25. 


The Colindale Newspaper Library 


The official name is the British Library, Newspaper Division, but 
because of its location in north London it is more normally known 
as above. It retains copies of all British daily national newspapers, 
local daily and weekly newspapers, the trade, financial and enthusiast 
press. In addition a wide range is held of English language papers 
published abroad, especially those from former British colonies. It 
certainly contains the largest selection of newspapers in the United 
Kingdom and the largest collection of British newspapers in the world. 
Thus the range of topics, geographical areas and periods covered is 
enormous. For the business historian perhaps the most interesting 
categories are the trade press and the financial papers. 

The specialist newspaper, whether essentially for the investor or for 
one trade or industry, came into its own from the mid-nineteenth century 
and proliferated by the 1890s. On the supply side, the removal of excise 
and import duties on paper, newspapers and advertisements cleared the 
way for cheaper newspapers. The advent of the steam-driven, rotary 
press made printing quicker and cheaper and various improvements 
in the techniques of printing made it possible to print illustrations 
and, later, colour. Ali of these made the newspaper more attractive 
and capable of being produced much more cheaply. On the demand 
side, rentiers — those investing in business without taking an active 
role in its direction — were encouraged by the railway companies in the 
1830s and 1840s. This engendered a demand for railway newspapers, 
like the Railway Times, Railway Magazine or Herapath’s, which dealt 
with the performance and finances of the companies and allowed the 
non-involved investor to stay abreast of developments. This practice 
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proliferated as investors became bolder in their investment decisions: 
foreign mining, plantation and utility companies created their share of 
specialist papers. | f 

The diversification into home industrial shares which boomed in the 
1880s and 1890s brought another crop of specialist financial papers 
— some of dubious objectivity, for it was not unusual for the more 
unscrupulous editors to solicit advertisements from companies and 
offer to carry editorials lauding the company if the advertising was 
forthcoming. If it did not materialise, the editorials were much more 
critical of the firm.1!8 Given also that the newspaper was the only large 
scale means of communication before radio, film and television, any mass 
desire for information was likely to be satisfied by the press. Thus as 
markets became national rather than regional and the standard of living 
rose in the later nineteenth century, the range and quantity of goods sold 
in the British domestic market grew dramatically. The growing number 
of retailers needed to keep in touch with new products, price changes, 
discounts and special offers and to know which supplying companies 
were doing well or going under. Hence the rapid growth of the trade 
press. Organs like the Grocer, Chemist and Druggist, Hotel Keeper, and 
Cycling, proliferated. 

It is no exaggeration to say that for virtually every industry or trade 
there was at some time in the nineteenth or twentieth century an 
appropriate trade paper, and for many there were quite a number. 
Whether it be bicycles, coal, chemists, electricals, grocers, iron and 
steel, hotel keeping, mining, or shipping, there was a trade paper. 
These often cover both the manufacturing and the retailing side, and 
give insights into the relationship between the two. The range of material 
contained in the trade press, and the topics in business history which it can 
be used to address, is very wide. Most papers encouraged advertisements 
as an important source of income, and these often take up more space 
than the editorial matter. They range from straightforward promotion of 
products, or announcing special offers available to retailers, to reports 
of company annual general meetings and accounts of the chairman’s 
statement. The advertisements alone say a lot about the products 
available, their price and specification, as well as being essential to 
an understanding of trends in marketing.19 The editorial matter is often 
wide-ranging and may include feature articles on particular firms, reports 
of new appointments and obituaries of famous names in the industry; 
details of new products or technical breakthroughs; information on new 
firms formed, dividends announced, and contracts for tender or awarded, 
lists of partnerships and firms which were in receivership, the state of 
trade and negotiations with government over impending legislation. 

Thus for any business historian the trade press is an essential source 
whether the topic being researched is an individual firm, an industry, 
a businessman or a more comparative theme. Happily, Colindale’s 
method of ordering newspapers is very easy and prompt — unlike 
some previously discussed repositories — though its location, eccentric 
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‘canteen’ and short opening hours are less desirable traits. All that is 
needed is the name and place of publication of the newspaper, and the 
month and year to be consulted. However, the drawbacks to using the 
trade press are its bulk and the lack of external finding aids. The only 
guide to contents is the indexes bound into many of the volumes. Thus 
there is no alternative to ordering the volume and then consulting this 
index — a slow and cumbersome process. Not all trade papers have such 
an index, and those that do can be erratic, which means the assiduous 
researcher needs to plod through page by page, a time-consuming and 
tedious process. The more user-friendly sometimes sport the luxury of 
separate indexes for advertisements and editorial matter. 

Similar strictures can be levelled against the financial press in terms of 
its bulk and the difficulty of locating specific items in it. Although many 
newspapers like the Economist, Investor's Chronicle, and the Statist have 
indexes, they are bound in with the volumes, while many shorter-lived 
or less illustrious publications have no indexes at all. They mostly deal 
with public companies, as those were the ones open to investment by the 
capitalist looking for a suitable outlet. They concentrated on companies’ 
dividends, profits, capital raising and failures. They frequently carry 
copies of prospectuses and annual reports or note the i 
at company meetings. Similarly, editorial space may be devoted to 
some of the more significant financial events and judgement passed 
on the likelihood of future profits or capital appreciation. As already 
mentioned, this advice may not always be as objective as it should be 
and the researcher needs to check it against other sources.20 This, of 
course, is true of any single source. The trade and financial press was 
not truly objective, as it depended to a large extent on advertising income 
and therefore was keen to maintain the goodwill of potential and actual 
advertisers. This resulted in some hagiographic articles and relatively few 
critical ones, except when liquidation or bankruptcy had occurred. 

Regional newspapers can be of immense value, especially where. a 
local firm was a big fish in a relatively small pool. Reports were usually 
of ‘newsworthy’ items, such as fires, burglaries, accidents, thefts, or 
deaths. In addition occasionally there were feature articles on local firms, 
obituaries of local businessmen, reports of trade fairs or exhibitions, and 
the activities of local chambers of commerce and like groups, and social 
events such as works outings, dinner dances or sports days. Regional 
newspapers often carried classified advertisements, including situations 
vacant, which may give an insight into the types of labour employed, 
wage rates, hours of work and other conditions. Most inci 
newspapers are unindexed, which makes them a bore to use, but 
occasionally a local history society has prepared an index for their 
local paper. Finally, of course, a few papers have external indexes, 
The Times is totally indexed and recently The Builder has been indexed 
for the nineteenth century by the Institute of Historical Research. 

There are also a number of directories which list the newspapers which 
have been published. For instance West’s book details local newspapers 
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by town of publication and gives the period they were active;?! there 
is a dictionary to Scottish newspapers giving their names and dates 
of publication.“ To ascertain whether a paper was published for a 
particular trade or town in a particular year, one of the long-established 
press directories should be consulted. The Newspaper Press Directory 
was published annually from the mid-nineteenth century, and it contains 
lists of papers classified by trade or profession as well as by county. From 
this it is possible to ascertain what papers covered a specific industry or 
locality. This publication was taken over by Benn Brothers in the late 
1940s and recently it has appeared with their name on the cover. Similar 
types of information can be found in Willings Press Guide though from a 
later date. Both of these are available on the open shelves at Colindale 
and should be included in any good library, though there may not be a 
very long run of past editions. A useful bibliography to the newspaper 
press has been recently published by Linton and Boston. Ultimately, 
however, the most comprehensive guide to the press is that compiled 
by Colindale and available there in card index form and in eight bound 
volumes which are also held by good public and academic libraries. 
There is a little-tapped wealth of material in the press for the business 
historian. Almost any topic will benefit from a carefully targeted foray 
into a relevant newspaper. 


British Library — Science Reference Division 


This library is important to the business historian because, like the 
others so far discussed, it houses a national collection of documents 
and is comprehensive in its coverage. In this case it is patents and trade 
marks. Since both were of crucial significance to business this location is 
another must on the business historian’s Cook’s Tour. 

From at least early Stuart times the crown exercised the right to issue 
patents to give individuals a monopoly in a particular trade or activity in 
return for a financial consideration. By the nineteenth century patents 
had become reserved to protecting an individual who had invented a 
new machine or process from imitators by granting a monopoly of the 
invention for fourteen years. Although the details of procedure and 
payments have changed over time, the essential features of the patent 
remains the same today. In order to be granted a patent the inventor, or 
his agent, had to submit certain documents to the patent office and pay 
a fee. These papers had to include only a bare minimum of detail until 
the 1852 Patent Law Amendment Act? but thereafter fuller details had 
to be lodged within six months of initial registration. The information 
required included the name, address and occupation of the patentee, 
the date and title of the patent and, before the nineteenth century, little 
more than a very general description. In the course of the nineteenth 
century, enforced by the 1852 Act, the specification of the patent 
became much fuller, explaining both the technical side of the process 
or equipment and, what was novel about it; often diagrams or technical 
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drawings were provided. A delicate line had to be trodden between 
providing enough knowledge to allow the patent to be defended against 
imitators but not too much as to ease the work of copying the discovery. 
Printed copies of all patents issued since 1617 are readily available at the 
Science Reference Library (SRL) which also provides photocopies for a 
fee. The service is fast and efficient. To access a patent the researcher 
needs to know only its number and year of issue. In addition to the full 
specification, there are bound volumes of ‘Abridgements’, printed books 
with a short description of each patent granted in a year. 

There are a number of finding aids available at the SRL for the 
researcher who does not know the precise number or date but has 
only a hazy idea of the target area. There are annual indexes arranged 
by patentee’s name in alphabetical order of surname, and giving both 
the patent number, a brief specification and the date filed. The early 
years, 1617 to 1852, are now bound together in one large volume, while 
the rest are bound by year. Thus if a researcher wishes to locate a patent 
and knows only the name of the inventor, or indeed wishes to check, for 
a limited period, whether a particular individual ever filed a patent, these 
indexes should be consulted. There is only one drawback; the patent 
may be filed in the name of a company, a patent agent, or a partner 
or employee. In any of these cases the researcher will need to know 
the likely alternative names and perhaps check if the brief specification 
makes it seem as though this might be a relevant patent. 

For those interested in discovering what patents were taken out in 
a particular trade, industry or area of science, the ‘Abridgements’ 
should be used. For these list in chronological order all the patents 
in a particular area. They give patent number, date, patentee’s name 
and a one-paragraph description with perhaps a single drawing. The 
Abridgements also have name and subject indexes. Before consulting 
them, the researcher needs to refer to the Abridgement Class and 
Key Index in the SRL which indicates in which abridgement class any 
particular invention is likely to be, for the Abridgement volumes are filed 
on the open shelves from 1855 in order of abridgement class number. 
In order to understand the impact of a patent it may be n 
to consult the annual volume, Reports of Patent, Design, and Trade 
Mark Cases, which will indicate if a patent has been the subject of an 
alleged infringement and if so the result of the case and the grounds for 
judgement. 

Generally speaking, the range of issues which a patent can illuminate 
for the business historian is fairly narrow. Essentially they are on the 
technical side of business: how and when new machines or techniques 
were invented; the time lag between invention and innovation; whether 
there was simultaneous development by a number of inventors; whether 
development was by a sequence of small inventions or one big bang. 
They rarely reveal anything about the commercial or social impact of 
the discovery. Indeed, many were so eccentric, or out of their time; 
or simply impracticable that they were never exploited commercially 
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and had no impact. Thus the researcher needs to check other sources 
to determine the economic and social results of any given patent. 

The SRL also contains a full run of the Trade Marks Journal which 
began in 1876 after trade mark registration was introduced. This was 
a parallel function of the Patent Office.25 The Journal gives details of 
all trade marks registered, with illustrations, the name and address of 
their registered owner and the class of products to which they apply. 
If a trade mark was removed from the register or was transferred to 
a new proprietor, or the address of the proprietor was altered, this 
Is recorded also. Each trade mark was given a unique number. The 
volumes are bound by year but the sheer quantity of information meant 
that by 1900 each year required two volumes, by 1924 three volumes, 
and 1926 has four. The value of such material to the business historian 
is Clear. For marketing and advertising, a trade mark gives a product or 
manufacturer an exclusive and evocative name or logo to distinguish his 
product from those of his competitor. The best have become household 
names, like Bovril or Vaseline. The individual researching a particular 
company or industry will wish to discover the trade marks it registered, 
the dates of application, and the goods to which they were applied, as 
this will give some indication of the temporal and product range of 
the company’s activities. The trade marks themselves are a fascinating 
study in design history and fashion in nomenclature. The origins of 
some have been researched” but otherwise they are a rather neglected 
source. As well as their relevance for advertising and marketing history, 
they indicate where one firm may have been taken over by another, or 
where it ceased trading or moved into or out of a new line of products. 
They also provide a method of checking on changes of address and 
company name and if a company was a subsidiary of a foreign firm. 
Thus although mainly of interest from the point of view of the marketing 
function they can be used to illustrate other issues. Their main drawback 
is that they say nothing about their effectiveness or social and economic 


impact. 

The SRL also contains a large collection of books and pamphlets on 
technical aspects of industry such as the brewing of beer, preserving 
of milk and maintenance manuals for machinery. Some of these were 
published by businesses or written by eminent businessmen and can 
shed light on the historical development of techniques and processes. 
As such, they complement the patent collection and can help explain 
the application of new technical ideas and the degree of success which 
they enjoyed. All in all the SRL is a must for any business historian 
interested in either the technical or marketing aspects, and of some use 


to the non-specialist. 


In-Company Archives 
In previous sections I have discussed national repositories with unique 
collections of particular sorts of documents. This section inaugurates 
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a new approach, for I wish to explore different types of repository, 
indicating briefly the sorts of records they contain and the uses to which 
the business historian can put them. 

The number of company archives established on a systematic basis, 
headed by a professionally qualified archivist, was minimal until very 
recent times. Thanks to the efforts of the Business Archives Council 
(BAC) and the growing awareness of the usefulness of historical records 
in terms of advertising, public relations, or celebrating an anniversary, 
many large businesses have now established their own archive. The banks 
and insurance companies are particularly notable in this respect. The 
BAC publishes a directory of its members who maintain an archive,?’ 
which gives an indication of the quantity and type of documents available 
as well as basic information on access policy. The range of documents 
available varies enormously depending on the nature of the business, 
the age of the company and the previous degree of interest in record 
preservation. They generally include the documents which companies 
are obliged to keep by law, such as registers of directors and lists of 
shareholders, as discussed in the survey of the BT31 class in the PRO. 
There may also be minute books, ledgers and journals, letter books, 
pattern books, drawings, diagrams, deeds, agreements — the range is 
enormous. It is impossible to generalise, and far better for the researcher 
to consult published lists. In-company archives may well include material 
on firms other than just the owning business. If the current firm has grown 
by merger or amalgamation, as is true of virtually every large business 
today, it may have inherited records from firms subsumed by it. The more 
sensitive firms may have collected material on the industry as a whole in 
order to monitor competitive strategy or belonged to trade associations 
which comprised many firms in the same industry. Obviously firms traded 
with one another as suppliers and customers and so the internal records of 
one company may shed some light on the business activities of others. It 
may also contain material on general developments in the industry and 
indeed, in a few cases, there may be records monitoring the fluctuations 
in a particular locality to spot booms and slumps and how they affected 
the individual firm’s business. 

The main limitations of this type of archive are that very few companies 
operate an archive and those that do tend to be among the largest, thus 
biasing any sample. The range of documents that might be held is very 
wide, but some in-house archives are very thin, with only pattern books, 
or advertising material, for example. On the other hand, since most large 
companies are the result of many past mergers and amalgamations, some 
in-house archives are rich in the records of smaller companies which have 
been taken over. Many firms are conservative in their access policy, 
requiring an initial written approach and sometimes references, and 
normally they will insist on vetting any publication which results before 
it goes to press. This is understandable, for the records are the private 
property of the company, and businesses need to ensure customer and 
employee confidentiality — some, such as banks, especially so. 
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Fortunately a number of guides have been published for specific 
industries of what records exist and where they are. These include 
in-house archives. The banking and insurance industries have been 
completed’ and plans are under way to publish guides on brewing and 
distilling.29 In addition, the 1,000 oldest registered companies on the 
Company Register in 1980 have been surveyed to locate their records, 
some of which are still in-house. A number of enthusiastic history 
sections of local polytechnics and colleges have carried out surveys of 
the records of business in their area and, although the results have 
been variable, they again indicate a number of firms with some in-house 
material .3! 

Where a company is still alive it is always worth writing to the company 
secretary and asking if it holds any historical records. Often the best 
that can be produced is a typescript history or an extract from a house 
magazine which, although of some use, does not match the original 
documents. The few companies with their own archive are like geniuses; 
they are rare and should be encouraged and cultivated. Hopefully, 
more firms will appreciate the direct value in marketing and corporate 
planning terms of a knowledge of their own history. The growing 
interest in business history as an academic discipline demonstrating 
past glories and mistakes and analysing why they occurred, and using 
them as teaching techniques for current managers, will push in the same 
direction, so that more firms will perceive the utility of an in-house 
archive. 


County Record Offices 

Most counties and cities maintain a record office. Many are known as 
County Record Offices or Record Offices, hence this subheading. Some 
however, are Archives Departments included in the Library service 
or are in a Local History Library, or Regional Archive. Whatever 
their specific nomenclature, this section endeavours to generalise about 
them. Their primary function is to collect, maintain and catalogue 
the records of local government, and in addition they have a general 
remit to collect any records of historical interest to their geographical 
area. Thus the range of documents that an average record office will 
contain is enormous. Local estate records, collections of private papers 
of prominent local worthies, deeds relating to land and buildings, 
photographs, local directories, wills and inventories, the records of local 
farmers, merchants, businessmen and clerics, and enclosure agreements 
could all be found in one record office. The two key essential features 
are local association and historical importance. Quite obviously if a 
business historian knows that a business was located in a particular 
area, or had branches in that area she/he should check what the local 
record office may have of relevance. Similarly if a businessman had a 
home in a different location from his business and, if we accept the 
Coleman thesis, many entrepreneurs bought landed estates in the later 
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nineteenth century32 — it is worth pursuing that local record office to 
see if any business or personal papers have been deposited since many 
entrepreneurs did not draw a sharp line between private and business 
life, and hoards of business papers are still found in the attics or cellars 
of large country houses .33 

Given the range of possible records held by a record office, it is well 
worth writing to check whether they have any material of relevance 
to a specific research project. Fortunately their addresses and the 
names of the archivist are readily available either through Foster and 
Sheppard’s directory, which is strong on county record offices, or 
through the Historical Manuscripts Commission’s (HMC) publication 
Record Repositories in Great Britain which has gone through many 
editions.*> Sheppard and Foster also give a brief listing of the main 
collections such repositories contain and, although they deliberately 
excluded individual businesses, where large or importaft bodies of 
business records have been collected, such as the Boulton and Watt 
collection at the Birmingham Reference Library, the William Morris 
papers at Hammersmith, or the Upper Clyde Shipbuilders records in 
Strathclyde Regional Archives, they are mentioned. In addition, many 
archives publish annual lists of accessions to show what records have 
been acquired in the last 12 months. These are available in the repository 
and a number of them have a separate heading for ‘business records’. 
The HMC publishes annually Accessions to Repositories and Reports 
Added to the National Register of Archives, which lists all the new 
material reported in the preceding year. HMC kindly allows Business 
Archives to carry a classified list of the business records extracted from 
this source, and thus the business historian has an easy method of staying 
abreast of new acquisitions. 

Apart from the wide range of material that a county record office 
usually contains, its other big advantage to the researcher is that open 
access is normal, with few of the records being restricted. Although they 
appreciate being sent copies of published work based on their records, 
they do not usually insist on prior vetting. However the record office 
may have some material that was loaned, or deposited subject to specific 
conditions such as access being conditional on prior submission of all 
publications. On the down side, few record offices have staff who are 
specialists in business records and there is often, at best, only a vague 
understanding of these types of documents and sometimes not a great 
deal of sympathy, as they are perceived as too modern, too recondite and 
too bulky. At the same time some repositories, like the GHL discussed 
above, have gone out of their way to collect relevant business archives 
and deserve our thanks for so doing. 


Specialised Repositories 
The county and city record offices in the United Kingdom endeavour 
to collect material covering a very wide range of topics for a limited 
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geographical area. Other repositories follow an opposite policy, being 
national centres for the records on one particular theme. There are a 
large number of such repositories and the range of their specialisations is 
enormous, from women's or Jewish history to a particular industry or the 
study of art and design. Some are associated with collections of artefacts, 
and the archives are seen as complementing and explaining the physical 
collection displayed in a museum. Others have grown up around a 
professional body or institute which needed to preserve the p 

of its own committees and councils and then received deposits of its 
members’ papers. Some have developed out of specialised clubs or 
societies initiated to encourage the study of one aspect of British life, 
which built up a relevant library and then began acquiring manuscripts of 
interest to members or collected by them and passed on as a bequest. 

Obviously within the limitations of an article it is impossible to deal 
with all such repositories which might conceivably be of relevance to 
the business historian. Instead I will look at some examples picked 
to give a general feel of the range and which seem to be the most 
relevant to a researcher in the field of business history by virtue of 
particular collections they contain. In order to locate whether there 
is a specialist repository dealing with a particular area of interest the 
researcher should first try Foster and Sheppard, who have a ‘Key Subject 
Word List’ to the repositories they cover; among these are topics of 
interest to the business historian such as banking, brewing, railways 
and textiles. Another method is to ascertain if there is a specialist 
journal devoted to the study of a particular topic, often issued by a 
learned society or enthusiast organisation which can be consulted or 
the editors approached.’ Some examples of such areas are agricultural, 

rt, advertising, construction, textile, design and railway and canal 
history ,38 all of which have journals devoted to the study of their area 
and which indicate sources and collections of interest to the topic. In 
addition there are journals devoted to more esoteric topics which can 
occasionally yield surprisingly rich returns to the business historian. For 
example, the ayasa ie the Writing Equipment Society carries articles 
occasionally on manufacturers of pens, paper, nibs, and so on, which can 
contain significant material relevant to the business historian.>? Among 
the more relevant of this type of repository for the business historian I 
shall discuss the National Maritime Museum, professional institutions, 
and the holdings of some university archives. 

The National Maritime Museum at Greenwich specialises in papers, 
pictures, and photographs of relevance to ships, shipping companies, 
maritime trade, sailors and all aspects of military and commercial 
naval activity. The archives, and the large library associated with it, 
complement the collection of maritime artefacts which is open to the 
public. The relevance of the collection to the business historian is readily 
apparent, for it contains many business records of major shipping firms 
in both the coastal and foreign trades, the personal and business papers 
of a number of shipping directors, as well as material on specific trades 
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such as whaling, on shipbuilding firms, and the naval dockyards and 
Royal Navy. The significance of the latter to the business historian 
should not be underestimated as the amount of goods bought by the 
Royal Navy from civilian contractors was large indeed. Fortunately, a 
two-volume guide to the holdings of the NMM was published a few years 
ago and the researcher is well advised to consult it before approaching 
the museum.“ 

Professional bodies often established a library of volumes relevant to 
their subject for their members to consult. In addition there was a need 
to store the body’s own internal records for later generations. On top of 
thig, eminent members of these bodies often left their personal, business, 
experimental and working papers to the institution for fellow members 
to examine and build upon. Given that many members of such societies 
carried on business in their own right, the significance of such records for 
business history research is clear. Thus architects, surveyors, engineers, 
designers, accountants and lawyers all have their professional bodies 
and most have associated archives. For the RIBA a guide has been 
5 S rc of its archives, but unfortunately this does not 

list the papers of individual architects which have been acquired by the 

A,*! go its usefulness to the business historian is limited. Many of 
the | institutions of engineers have collections of their members’ papers. 
Civil, mechanical, electrical and mining engineers all played a major 
part in the business history of Britain, and researchers interested in a 
particular firm or businessman would be well advised to approach the 
appropriate institution. 

Some universities have established significant collections of national 
importance. One policy has been to concentrate on one or two particular 
categories; for example, the University of Reading has built up large 
collections of documents relating to agricultural history, such as estate 
papers, eme in agricultural en engineering and in the food industry, 
secdsmen, and organisations devoted to the furtherance of agriculture 
like the Royal Agricultural Society of England.” This interest sprang 
out of the academic specialisation of some of the staff, and is associated 
with a museum of rural life which is used to educate school children and 
adults. It is of importance to any business historian interested in food 
processing and the industries which support and supply agriculture such 
as seeds, fertilizer and equipment. The University of Reading has also 
built up a special collection of publishers’ records. Although collected 
to complement the literary manuscripts and letters of modern authors, 
these records are of interest to anyone investigating the business aspects 
of publishing in the recent past.# 

The Modern Records Centre at the University of Warwick Library, 
Coventry, specialises in records relating to trade unions, industrial 
relations and labour history. It has papers from the motor industry, 
the Confederation of British Industry, its predecessor bodies and other 
employers’ organisations and trade associations, personal papers from 
individual socialist politicians and trade unionists and trade union 
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records. A large number of guides to the collection have been published, 
as have a number of articles on specific parts of it. Any business 
historian dealing with topics such as industrial relations, the role of 
trade unions and employers’ organisations, the role of shop stewards, 
scientific management or paternalism would be well advised to consult 
this location. | 

The policy followed by the Archives of the University of Glasgow 
is slightly different. As well as holding the internal archives of the 
University, from the mid-1960s it has built up a substantial collection 
of. business records relating to the west of Scotland. In this way it has 

ialised both geographically and by type of archive. As the traditional 
industries of the Clyde, such as shipbuilding, iron, steel and heavy 
engineering, have declined so the University Archives have been able 
to preserve significant collections of records passed on by the Receiver or 
owners. Additionally it has a large collection of material on department 
store retailing, based on the records of shops which now constitute the 
House of Fraser group. For a study of such industries this source is 
essential and is constantly expanding as new material is gathered in. 
Thanks to a récent generous donation it is to be rehoused in a newly 
converted building where search and storage facilities will be much 
improved. It already has a variety of computer and paper based finding 
aids available at the archives and through JANET (the Joint Academic 
Network linking university and polytechnic computer centres).* 

In this section I have been able only to look at a handful of individual 
repositories which seem of particular interest to the business historian. 
All of these institutions have staff who are willing to explain the method 
of using the repository, guide as to possible sources of information, 
and suggest complementary avenues to explore. They should be used 
constructively but not abused or expected to undertake the actual 
research. 


Helpful organisations 

For the business historian who, despite the foregoing, is still having 
difficulty in locating sources for a particular field of research there are 
a number of organisations whose main object is to locate, catalogue and 
publicise archives and encourage their use in historical writing. Few of 
these are specifically geared to business history, but many can be of 


As previously mentioned, there are a very large number of organi- 
sations devoted to the study of one particular topic or area and many 
of these have research officers, mostly honorary and unpaid, who will 
try to answer specific enquiries as well as indicate where sources may 
be found. It is impossible to list them all here so I will mention briefly 
those likely to be most important to the business historian.* 

Perhaps the most important single location for finding manuscript 
sources is the National Register of Archives maintained by the Royal 
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Commission on Historical Manuscripts (HMC). It is government- 
financed, a national institution, and aims to be a comprehensive listing 
of all privately-generated historical manuscripts whether in public or 
private hands. It retains no archives itself but lists and classifies all 
known collections, their location and access policy. It has indexes based 
on personal names, so that the papers of an individual businessman 
can be sought, and a Companies Index, which is classified by type of 
industry or trade, and thus allows the researcher to find relevant firms in 
a particular industry. Currently (autumn 1990) the HMC is trying a new 
computer-based system which, inter alia, allows access to its Companies 
Index. All future accessions will be entered on this data-base and the 
paper files will no longer be updated. The system is relatively user- 
friendly and is likely to improve as enhancements are added. It allows 
the researcher to input a company name, location and industry code. 
(This latter is a numerical ‘code’ and ‘sub-code’ for example code 13 is 
‘food, drink and tobacco’, and sub-code 4 is ‘meat and fish products’ .) 
The system allows, by identifying all three of these fields plus dates, 
a very specific request to be made. Alternatively the researcher can 
instigate a very general search by industry or location. The HMC is 
to be congratulated for moving in this direction, for it must be the way 
of the future, and indeed some businesses have already installed similar 
systems for their archives. It will eventually make the researcher’s life 
a little easier. HMC has a useful library of guides and directories to 
archives, sources, and particular collections. It also publishes the annual 
accessions list, previously mentioned, from which the records relevant to 
business are extracted and published in Business Archives. The NRA is 
an indispensable asset to any historian. 

The Business Archives Council carries out a similar role to the NRA, 
but for business records only. It is a registered charity and therefore 
entirely dependent on donations and subscriptions. It was set up in 
1934 to preserve business records, catalogue them and, by publicising 
them, encourage their use and the writing of business history. It awards 
the prestigious Wadsworth Prize annually for the best business history 
published. Like the NRA, it does not keep business documents itself, 
though it does have a large library of company and business histories, 
both books and pamphlets available for consultation. It carries out 
surveys of business records and lists and catalogues them. These lists are 
available at the BAC’s offices and copies are deposited with the NRA. 
It also maintains a card index by company name giving the location and 
type of business records known to survive, and has published a number 
of useful guides on strategy for researching the history of a business and 
to particular classes of business record. 

Other organisations which might be useful, which usually publish 
journals or newsletters, and are likely to have a research officer include: 

Brewery History Society, 10 Ringstead Court, Ringstead Road, Sutton 
SM1 4SH. 

Business History Unit, London School of Economics, Houghton 
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Street, London, WC2A 2AE. 

Construction History Society, The Chartered Institute of Building, 

Englemere, Kings Ride, Ascot, Berks. 
ign History Society, Hon. Sec. Keith Bartlett, 20 Eastleaze Road, 
Blandford Forum, Dorset, DT11 7UN. 

Furniture History Society, c/o Department of Furniture and Interior 
Design, Victoria & Albert Museum, London, SW7 2RL. 

History of Advertising Trust, Unit 2.02, Butler’s Wharf Business 
Centre, 45 Curlew Street, London SE1 2ND. 

Insurance History Committee, Chartered Institute of Insurance, 20 
Aldermanbury, London, EC2. 

Postal History Society, P.O. Box 3, St. Neots, Cambridgeshire PE19 
2HQ. 

Railway and Canal Historical Society, 17 Clumber Crescent North, 
The Park, Nottingham NG7 1EY. 

As indicated at the outset, this article only offers an introduction to 
some of the archives, though I would argue the most important, of value 
for business history research. Inevitably it leans on personal research 
experience, and others might choose to stress different aspects of certain 
archives, or indeed other collections and locations, especially among 
‘county record offices’ and ‘other specialised repositories’. However, 
anyone engaged in business history research who ignores the first five 
archives do themselves and their subject a gross disservice, and run the 
risk of producing inferior work. Despite the recent upsurge in business 
history many collections remain surprisingly little used. There is still a 
wealth of resources waiting to be tapped. 

Ealing College, London 


NOTES 
I wish to thank Chris Cooper, Terry Gourvish, Jon Press and an anonymous referee for 
reading and much improving this article. The author has to absolve them for all omissions, 
errors and opinions and, reluctantly, take the blame squarely himself. 
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THE DEVELOPMENT OF INDUSTRIAL 
COST AND MANAGEMENT ACCOUNTING 
BEFORE 1850: A SURVEY OF 
THE EVIDENCE 


By JOHN RICHARD EDWARDS and EDMUND NEWELL 


of various studies of individual firms and industries are described and analysed. It 
is shown that the findings of accounting historians adds to the business historian’s 
understanding of the development of managerial practices, and that there is 
sufficient evidence that businessmen were cost-conscious and utilised costing 
data for planning, control and decision-making purposes from the sixteenth 
century to challenge the established view of lack of progress in these forms of 
accounting before the late nmeteenth century. 





The application of accounting techniques in business management 
continues to be a largely unexplored area of business history.! This is 
not to suggest that there is any lack of comment on the subject in the 
literature, but rather that many inferences and conclusions drawn so far 
have been based on.limited evidence. For instance, it is generally held 
that cost accounting — the principal device of management accounting — 
was adopted relatively late by British industries. It is argued that little 
interest was shown in the analysis of costs for the purpose of making 
decisions about levels and methods of production, or for the pricing of 
products, until the arrival of ‘scientific management’ at the end of the 
nineteenth century. There was certainly an absence of technical cost 
accounting literature until then; the first practical handbook in English 
on the subject was not published until 1887, for instance.? But it is by 
no means clear that this reflects a corresponding lack of interest in 
costing on the part of businessmen. Given the nature of the changes 
which took place in British industries in the eighteenth and nineteenth 
centuries, the notion that industrial costing procedures developed on a 
significant scale only from the end of the nineteenth century is surprising 
and seems inconsistent with the persuasive ‘demand/response’ theory of 
accounting development, which sees accounting as a ‘social technology’ 
continually responding to changes in business requirements. Yet this 
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view of stagnation until the late nineteenth century persists in the 
literature.? 

The purpose of this essay is to demonstrate that a growing body of 
evidence, produced mainly by specialist accounting historians, sheds new 
light on the development of cost and management accounting before 
1850. The results of these studies are of importance to business historians 
concerned with the development of management practices. In particular, 
it is now possible to reassess a number of issues raised in Pollard's 
pioneering work The Genesis of Modern Management, which remains 
the only general study in this field written specifically for economic 
historians.4 Recent findings reinforce Pollard’s view of the relative 
sophistication of ‘partial costing’ and ex ante cost estimation to the 
extent that it can now be shown that cost and management accounting 
techniques previously supposed to date from the late nineteenth or early 
twentieth century were used in metal and other industries up to three 
hundred years earlier. It is suggested, however, that in the light of new 
evidence Pollard’s conclusion that ‘The practice of using accounts as 
direct aids to management was not one of the achievements of the 
industrial revolution . . . it does not even belong to the later nineteenth 
century, but to the twentieth’> is unduly pessimistic. It is shown that a 
number of firms operated advanced ‘total’ cost accounting systems much 
earlier than he supposed, and it is argued that greater use was made of 
ad hoc costings and estimates in guiding management decisions before 
1850 than he suggests. 

This essay is in three sections. In part I the established views of the 
development of cost and management accounting are examined; in part 
II the techniqués of cost and management accounting are described; and 
in parts HI to VI the results of recent research are assessed in relation to 
the established views. 


I 


Solomons undertook the first thorough examination of the development 
of cost accounting, and identified the year 1875 as being of particular 
jmportance.6 From the early fourteenth century until 1875, he argues, 
major cost accounting developments dealt with the bringing of records 
of industrial activity within the double-entry framework of bookkeeping 
and the devising of means of tracking internal transfers of goods from 
one process of manufacture to another. After 1875, the broader issue of 
using accounting to provide information for managerial decision making 
is given greater stress, and in this respect Solomons refers to the 1880s 
and 1890s as witnessing a ‘costing renaissance’. His explanation for the 
lack of progress in cost accounting before then is that, in the absence of 
keen competition, prices could be set at levels which produced generous 
profit margins, and therefore the need for detailed costing data was not 
strongly felt by industrialists. 

An alternative explanation has been put forward by Garner, who 
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argues that the initial impetus for the development of cost accounting 
was the replacement of domestic production by more capital intensive 
factory-based methods. In Garner's view, it was the growth in the scale 
of centralised production which promoted cost-consciousness. Large 
production units generated high costs which were not easy to measure. 
Under such conditions the potential for inefficient use of resources and 
loss-making was increased, and this provided a strong incentive for 
managers to introduce accounting systems which gave them greater 
information about, and control over, costs.7 Plausible as it is, this 
explanation only makes the delay in the use of cost accounting even 
more puzzling: it implies that industry had to attain some critical level 
of capitalisation before cost accounting became necessary, and that this 
was not reached until the end of the nineteenth century. 

The conclusions reached in both works suffer from the fact that at 
the time of writing there was a dearth of published material available 
describing cost accounting practices before the late nineteenth century. 
Pollard subsequently drew upon a large volume of archival material 
which demonstrates a high degree of cost-consciousness on the part 
of entrepreneurs from the eighteenth century. Nevertheless, he too is 
drawn to the conclusion that ‘accountancy in its wider sense was used 
only minimally to guide businessmen in their business decisions, and 
where it was so used the guidance was often unreliable’.8 

Important contributions to this field have since been made, and of 
the new evidence, studies by Stone and Johnson have demonstrated 
that fully integrated cost and financial accounting systems were in 
operation at the Charlton cotton mills (Manchester) and Lyman mills 
(Boston, Massachusetts) in 1810 and 1854 respectively.? In surveying 
these findings, Johnson has echoed Garner in arguing that it was the 
change in the organisational structure of business activity from the 
domestic system to factory production which provided the principal 
stimulus for the development of cost accounting, though he places the 
crucial period of change in the eighteenth century.10 

Prior to 1780, Johnson argues, much industrial activity took place 
within the domestic system, and comprised a fairly simple series of 
market transactions. The businessmen purchased materials which were 
then ‘put out’ to a variety of artisans for each to perform a particular 
processing function paid for on a piece rate basis. At each stage of 
manufacture the businessman needed very little by way of accounting 
information to decide which course of action was preferable, such as 
whether to process further or to sell a good: he could readily calculate 
the costs of production from material input costs together with the 
piece rates paid to labour, and he knew the market prices of the good 
he produced and so could easily estimate the relative profitability of 
various options. Furthermore, under the piece rate system, productivity 
was linked directly to costs: if labour productivity changed, output 
changed, and so did the wage bill, all in proportion to each other. By 
switching to factory production and wage labour this direct relationship 
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between labour costs and production broke down: wages were no longer 
determined by output, and it was now necessary for the employer to 
manage labour productivity in order to control costs. It was to achieve 
this, Johnson claims, that industrial cost accounting evolved, and it 
was made possible, he argues, because of the relative simplicity of 
industrial organisation. Since firms tended to produce single products 
rather than a range of goods, basic cost accounting techniques were 
easily implemented while complicated accounting systems to apportion 
costs to different goods were not required. It is, therefore, within what 
Johnson describes as the ‘single activity organisation’ which flourished 
between 1780 and 1900, that the internalisation of employment and 
manufacturing processes gave rise to the need for the development of 
cost and profit finding techniques as the basis for both performance 
assessment and resource allocation decisions. 1 
Johnson’s findings suffer from the general problem that hitherto much 
of the attention devoted to the impact of industrialisation on accounting 
developments has focused on the textile industries. Indeed, Mepham has 
stated that there are grounds ‘for believing that the origins of industrial 
accounting’ are to be found here.!2 Prominence is given to the textile 
industries probably because important technological changes in the 
second half of the eighteenth century facilitated a dramatic conversion 
from the domestic system to factory-based production, making these 
industries obvious candidates for finding evidence of cost accounting. 
However, the seeds of industrial change were sown much earlier, and 
recent work has emphasised that it was the cotton industry together 
with the metal industries which achieved high levels of real output 
growth in Britain in the eighteenth and early nineteenth centuries. 1 
Furthermore, centralised production in metal industries pre-dates the 
industrial revolution by a considerable margin. And although recent 
gradualist studies have stressed the persistence of domestic production 
into the nineteenth century,‘ this is not to suppose that there were not 
strong incentives to introduce cost accounting in other work-places: Roll 
demonstrated 60 years ago how an advanced costing system was used 
in Boulton & Watt’s Soho works in the late eighteenth century,!> and 
McKendrick has described how Josiah Wedgwood used cost accounting 
in his pottery works in the 1770s.16 
It is unlikely that these firms were exceptional, but the scarcity of 
well-documented examples has, perhaps, conveyed this impression. The 
lack of attention given to primary material is partly attributable to the 
fact that many business records have not survived. There is a strong 
possibility that costing records have been discarded because they were 
kept separate from the other account books, and were often written- 
up as loose-leaf memoranda. They were kept in this way primarily 
because the analytical aspects of cost accounting were not undertaken 
‘financial’ bookkeepers (who recorded their messages in robust 
ledgers), but were the work of owners or managers. A bookkeeper, 
who was normally preoccupied with keeping track of a firm’s obligations 
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in the form of cash, debtors and creditors, rarely possessed the necessary 
commercial expertise or knowledge of production methods to undertake 
cost accounting. The owner or manager was much better placed to 
make such calculations, and was also keen to maintain a high degree 
of secrecy in order to avoid the possibility of important information 
being transmitted to competitors. For instance, costing calculations 
undertaken by the copper smelter H.H. Vivian in the 1840s, which will 
be considered later, were kept under lock and key in a private business 

iarv.17 

The historical analysis of accounting practice therefore requires tbe 
careful interpretation of limited evidence and, moreover, a treatment 
which considers in practical terms how contemporary industrialists made 
decisions about production using cost criteria. Such an approach is 
adopted by Jones in a recent study of accounting practice in the 
management of landed estates and of iron and copper smelting works 
in Wales.18 Significantly, he finds evidence in the metal industries of 
a high degree of cost consciousness dating from the sixteenth century. 
Had Jones looked beyond Wales, he would have found further evidence 
of the early use of cost analysis in the metal industries. Hammersley’s 
recent transcription of the notebook of the younger Daniel Hechstetter 
includes detailed costings for the production of copper and silver at the 
Mines Royal metal works near Keswick in the late sixteenth and carly 
seventeenth centuries.19 However,.before proceeding with an analysis 
of these and other studies, it is first necessary to define the principles 
and objectives of cost and management accounting. 


II 


ent accounting is tbe term developed since the Second World 
War to describe the provision, for management, of statistical information 
for the purposes of planning, decision making and control. 'The term 
cost accounting has older origins and is concerned specifically with the 
identification and accumulation of costs and, as such, provides much 
of the basic information required by management accountants.20 The 
distinction between the two elements of internal reporting has become 
j i blurred, and many accounting texts now treat them as 
synonymous. Both forms of accounting may be distinguished from 
financial accounting, the primary aim of which is to provide external 
users of accounting information, such as shareholders, employees and 
the government, with an historical overview of the trading position of a 
firm. 

Planning involves the identification of corporate objectives and, at this 
stage, cost accounting techniques may be used to identify the incremental 
costs and revenues associated with alternative courses of action so as to 
enable them to be ranked in terms of their expected financial merit. 
The kinds of decisions to be taken range from long-term strategic 
decisions (such as whether to relocate plant, supply a ncw product, or 
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switch to more capital intensive methods of production), to short-term 
tactical decisions (such as whether to increase production to satisfy an 
unforeseen: upturn in demand or to t an overseas order at a price 
lower than is ruling in the home market). Making and implementing a 
decision is, therefore, a job for management which will be made on the 
basis of financial data, but bearing in mind possible constraints such as 
unfavourable effects on the environment or local employment. 

Modern cost accounting systems are designed to measure on a routine 
basis actual costs incurred in two ways: the total cost of each of the 
various activities of a business, and the cost per unit of a firm’s output 
or outputs. These costings are achieved by dividing a firm into ‘cost 
centres’ of distinguishable locations, operations, processes, and so on, 
and by dividing the firm’s outputs of goods or services into ‘cost units’ 
of cost per unit of the goods or services produced. Within cost centres 
and cost units, costs are further broken down into the separate ‘elements’ 
of material costs, labour costs, and expenses. These elements may be 
identified with particular cost centres or cost units (direct costs), or they 
may be identified with several (indirect costs), in which case accountants 
have to apportion them between cost centres or cost units accordingly. 

When a firm produces a single good on a continuous basis, the 
relatively simple technique of ‘process costing’ is used. This divides 
total process costs, identified in the manner described above, by an 
appropriate measure of output to give an average cost per unit, such 
as cost per ton. In workshop and building trades it is more common for 
firms to produce differentiated goods, produce discontinuously to supply 
particular orders, or to tender goods for sale. These require different 
and sometimes more complicated accounting procedures known as ‘job 
costing’ to apportion actual costs, as compared with average costs, to 
particular units of output or jobs.21 

An element of total costs which deserves special consideration in this 
context is the accounting treatment of fixed assets; this is because the 
amounts involved are substantial in capital intensive industries and 
because their accounting treatment is both subjective and arbitrary. 
Although there are more sophisticated approaches, the total costs 
involved in operating a fixed asset may be said to comprise depreciation, 
maintenance costs and interest on capital. Today, maintenance 
will invariably be charged against profit and depreciation: is also de- 
ducted, although a choice may be made from a range of different 
depreciation methods depending upon the pattern of benefit derived 
from using the asset. In practice, assets are usually written-off in equal 
instalments over their expected useful life, although an ‘activity-based’ 
charge (the amount written-off during an accounting period as a function 
of the level of usage) is sometimes used for internal reporting purposes. 
The accuracy of the charge suffers from the difficulty of obtaining reliable 
estimates of the useful life of and residual value of assets.22 

. Using the various techniques described, cost accountants are able to 
identify costs incurred and measure performance. To help management 
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make a sensible appraisal, comparisons may be made with independent 
yardsticks such as the results achieved by the same business in a 
previous year or another business during the same accounting period. 
The degree of control may be further improved if management employs 
the practice of evaluating actual performance by reference to pre- 
determined ‘standard costs’ and ‘budgets’. Standard costs are estimated 
costs, calculated in advance of production for the various elements of 
cost incurred for each product supplied. They are designed to represent 
the anticipated minimum costs that would be incurred assuming the most 
efficient production methods are used (ideal standards), or assuming 
a high but realistic level of efficiency (attainable standards). Budgets 
are set for an entire operation or activity using standard cost data to 
provide overall financial targets which can be achieved by efficient 
production. 

The determination of standard costs and the setting of budgets 
require production methods to be monitored: carefully, or experiments 
in production methods to be made, in order to ascertain acceptable 
levels of costs. Once such benchmarks are determined, actual costs 
can be compared with corresponding standard costs at the end of 
accounting periods, and any variance between the two can be analysed 
in its component parts, using statistical methods, to determine whether 
or not the variance is acceptable. For instance, if an excess of actual costs 
over standard costs proves to be significant, it should then be possible 
for the cost accountant to locate the cost centres or cost units where 
this occurs and to identify the high cost elements. With this information 
managers can then decide what action should be taken to reduce actual 
costs incurred in the future. 

To achieve maximum control, it is necessary to use an accounting 
system which can trace the internal movement of goods through various 
stages of production so that costs can be allocated to their sources 
accurately. To facilitate this high degree of control, it is now standard 
practice for firms to integrate cost accounts with financial accounts in 
a single accounting system in such a way that accounting information 
can be readily extracted for use by financial and cost accountants. The 
process of integrating the two types of accounts requires devising a 
financial accounting system which identifies costs and apportions them 
to appropriate cost centres and cost units. By doing so, such a system can 
provide managers with cost data on a regular basis — typically weekly, 
fortnightly or monthly — which is readily comparable with data for other 
periods. 


HI 


The use of costings in industry is by no means a product of the eighteenth 
or nineteenth centuries. In his history of the early development of iron- 
making in Wealden, Straker, for example, cites a number of costings 
from business records covering the period 1330 to 1773. Some are 


42 BUSINESS HISTORY 


extremely rudimentary, but of particular interest is an estimate of the 
cost of producing one ton of bar iron at Ashdown Forest, Newbridge, in 
1539, and an annual cost estimate for the Heathfield furnace for 1746.24 
Although correctly described as estimates, it is likely that these were 
measures of actual costs incurred rather than measures of costs likely to 
be incurred if a particular project was undertaken. At the same time, the 
calculations provided information on which a decision could be taken, 
such as whether or not to continue operations. 

Another early example of cost finding is contained in a document 
issued in 1620 by the London members of the Worshipful Co. of Bakers, 
which includes a careful build-up of the weekly costs of production. 
This document was produced in response to price controls. Under the 
English Bread Assize of 1266, bread prices were fixed but the baker 
was allowed to vary the weight of loaves in response to changes in the 
price of grain, according to a set scale of weights and grain prices. This 
system was designed to ensure that the price was high enough to cover 
the baker’s profit, set at two loaves plus bran sales per quarter of wheat, 
and estimated cost of production. The purpose of the document was to 
support a claim for an increase in the allowance made for production 
costs. 

These examples show two distinct approaches to costing: the use of 
cost estimates and the compilation of detailed cost statistics. The records 
examined by Jones display a keener interest in cost estimates than in 
monitoring the actual costs incurred in undertaking a particular activity. 
This probably reflects the general absence of detailed record-keeping 
and, more important, the lack of any conviction that the benefit obtained 
from such information would justify the work involved in its preparation 
in circumstances where the owner and/or manager remained in close 
contact with all aspects of day-to-day activity. 

Nevertheless, exercises in cost estimation were not simple, and the 
careful thought devoted to the preparation of estimates is particularly 
noticeable in some of the earliest examples. Hechstetter’s remarkably 
detailed estimate of the relative cost of producing ‘rough copper’ near 
Keswick in 1615 indicates that comprehensive accounts of all aspects of 
production were kept. Here, weekly costs for labour, carriage, horses, 
allowances and various materials are listed. They are multiplied by 52 
and added to the cost of copper ore, charcoal and other smelting 
materials along with miscellaneous items including rent and interest 
to give a total annual cost. This is compared with the sales price of 
the copper produced to show an annual profit of £225. The costing is 
also compared with one undertaken in 1600 to assess the changes in 
production costs over this period. 

Similarly, the records of the Landore copper works for the 1730s 
contains a sophisticated assessment of the cost of making one ton of 
copper. The calculation sets out the various direct costs of smelting and 
refining — materials, labour and expenses — for the various stages of 
production: calcining, melting, roasting, and refining. Carriage inwards 
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is included, as are allowances for candles, smithwork and repairs to 
furnaces at each stage. Added to the total direct costs of production are 
certain indirect costs, such as the salary of an agent, rent of premises, 
sales commission charges, and freight costs in transporting copper from 
Neath to London.?’ A similar exercise was undertaken at the Pontypool 
Forges in 1704 by John Hanbury, who prepared a theoretical calculation 
of the total cost of making 300 tons of bar iron over twelve months. 
The result was divided by 300 to give a cost per ton of £13 2s., which 
compared favourably with the estimated selling price of £15.% 

In contrast to the construction of cost estimates, Daniel Peck, 
proprietor of lead works in Flint, prepared a calculation in 1707 which 
set out the actual direct cost of the weekly output (distinguishing between 
smelting, refining, and conversion costs), the values of the products and 
by-products produced, and a comparison of the two totals, to produce 
a balance called ‘weekly profit’. This was multiplied to produce an 
annual figure from which certain overhead costs were deducted, leaving 
a residual annual profit figure. 

Burley’s investigation of the records of Thomas Grigg, an Essex textile 
manufacturer, for the period 1742 to 1760, identifies an early accounting 
system where interest was shown in the flow of goods into and out of 
individual processes, and the identification of actual costs incurred.” 
In the production of cloth, five main processes were employed: wool 
sorting, cleaning, combing, spinning and weaving. The first three stages, 
which appear to have involved relatively little in the way of labour 
and capital requirements, were performed on the premises, whilst the 
remaining work was undertaken by approximately 500 outworkers. 
Surviving records focus on the activities of the latter, presumably because 
records were not required to provide information about transactions 
under the owner’s direct supervision. The records have been likened 
by Burley to those maintained by the Medici family in Florence almost 
200 years earlier,>1 but Grigg’s records seem significantly less advanced: 
they are not on the double entry basis, they do not contain overheads, 
and the financial data is fairly patchy compared with the reasonably 
comprehensive costings contained in the Medici records. Perhaps of 
more interest are the 40 or so ad hoc direct costing calculations made 
for various fabrics between 1749 and 1759, a time when demand was 
low and direct costs were high. As was the case with Wedgwood in 1772, 
poor results and unfavourable market conditions seem to have stimulated 
cost-consciousness.>2 

These examples demonstrate how accounting data were used to 
estimate and calculate actual costs incurred and to indicate overall 
profitability. However, there is no indication as to what use was made of 
such information. With the exception of Hechstetter’s calculation, they 
do not provide the comparative information required for the appraisal 
of production efficiency, neither do they refer to choices about the 
allocation of resources. They do, however, imply a strong interest in 
planning and a desire to monitor general profitability. 
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Nevertheless, a number of examples have been found where busi- 
nessmen made decisions about future resource allocation which utilised 
accounting techniques. These industrialists were acting far in advance of 
the more celebrated proponents of the use of costing for forward planning 
of the early twentieth century.33 This evidence not only reinforces the 
Pollard view of the sophistication of partial cost accounting, but 
demonstrates both the earlier use of certain methods and an even 
greater variety of accounting techniques employed. For instance, in 
the late sixteenth century, Hechstetter calculated the effect on profit 
of selling copper in a different geographical area and also the effects 
on cost of changing the level of production.*5 An analysis undertaken 
by the Mine Adventurers of England in 1710 compares the cost of 
smelting and refining copper ore at Neath with undertaking the same 
processes in Garreg.* Similarly, an investigation was undertaken at 
the Melincryddan works in about 1740 to determine the relative costs 
of manufacturing copper at various levels of production at Neath and 
Redbrook, Gloucestershire, in order to determine which was the better 
location for smelting.>’ This cost-benefit analysis is also of importance in 
that it demonstrates the recognition of a clear distinction between fixed 
and variable costs, something not made explicit in economic literature 
until Charles Babbage did so in 1832.38 Furthermore, this distinction of 
costs is given a precise practical application. Calculations were made of 
the relative costs of producing and selling five, six, seven and eight tons 
of copper per week at both locations. Some costs, such as the cost of 
copper ore purchased in Cornwall, were the same at both locations, other 
costs differed, such as freight costs, which were greater for St. Ives to 
Redbrook than for St. Ives to Neath. Of the 16 elements of total cost, ten 
were treated as directly variable with production, three as semi-variable, 
and three as entirely fixed. The total costings were then compared with 
estimated sales revenue to show an advantage for Neath at each planned 
level of production. 

Other early examples of the recognition of the differential behaviour 
of costs have also been found. In a letter to the mining engineer John 
Taylor, dated 11 May 1824, Richard Cort, son of Henry Cort, states 
that ‘the increased scale of [copper] Smelting, lessens also the [impact 
of] fixed expenses which. . . are as much on 1,000 as on 6,000 tons’. Such 
costs are also contrasted with ‘all other items [which move more or] less 
in proportion to the quantity of ores smelted’.> In a similar vein, Josiah 
Wedgwood observed in 1772 that some expenses ‘move like clockwork 
& are much the same whether the quantity of goods [produced] be large 
or small’.40 

The Tredegar manuscripts record consideration being given by the 
lessors in 1746 to the renewal of a lease yielding £150 per annum, or 
whether instead to take over and operate the iron works located on the 
land.41 The lessors estimated that £7,600 would have to be invested to 
cover the cost of fixed assets and operating expenses over the first twelve 
months. The conclusion reached was that a minimum of £530 would have 
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to be generated to cover interest at five per cent on £7,600, i.e. £380, plus 
the rental foregone of £150. This is a creditable early attempt to apply the 
opportunity cost concept to industrial decision making. 

Clear recognition of the impact of changing levels of output on the 
selling price and profit is contained m a calculation made by John Vivian 
in 1785, as deputy governor of the Cornish Metal Co., a marketing 
enterprise which handled a large proportion of the British output of 
copper at the time. With the company facing financial difficulties over 
accumulation of stocks, Vivian argued that the sale of three-quarters of 
available copper would enable a higher price to be charged to produce a 
greater profit than by selling the entire amount, so that ‘it will be in [the 
mine owners’] interest to keep the overplus in reserve, in the hope of an 
increased demand or a decreased 

During the 1820s, I yee ee investigated 
on several occasions whether it should continue to smelt copper at 
Amlwch in Anglesey and market the finished product through Liverpool, 
or sell more copper ore through Swansea. This was provoked by 
R.J. Nevill, of the Llanelli Copper Co., who in 1820 approached 
the Mona Mine Co., having conducted his own cost analysis, in the 
hope of persuading the company to send ores to Swansea, where his 
company would be able to purchase them. This suggestion was not 
taken up, but between 1820 and 1824 data were collected and an analysis 
undertaken which favoured the continuation of smelting at Amlwch.# 
A similar analysis was made in 1828, and a comparison of the expected 
outcomes this time favoured the shipment of ore to Swansea.“ This was 
then subjected to a ‘sensitivity analysis’ by the company accountant 
Thomas Beer, with the financial effects of a series of assumptions more 
favourable to Liverpool incorporated into the calculation. The Swansea 
option retained its advantage, and the Anglesey works were closed in 
1833. 

An important feature of these analyses was the use made of total 
rather than marginal costing. In some industries total costings were 
no doubt used to help management arrive at individual tenders. But 
in most industries, where competition existed and prices were fixed 
by market, producers were price-takers, and businessmen presumably 
required total costings to decide whether to supply goods at given 
market prices.46 Often, market conditions were somewhere between 
the two extremes of monopoly and perfect competition. The copper 
smelting industry was oligopolistic, and market behaviour fluctuated 
from collusion to price warfare. Though less concentrated, the iron 
industry faced similar market conditions. Both industries had the 
potential to generate excessive costs through the inefficient use of 
resources — particularly fuel — and companies were acutely aware of 
the necessity to cover all their costs in the long run. This provided a 
constant incentive to control costs, an mcentive that was increased when 
market conditions squeezed profit levels, such as during periods of price 
warfare. With straightforward production methods, and little by way of 
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by-product manufacture until the latter part of the nineteenth century, 
these metal industries were ideally suited to the use of simple process 
costing to produce figures for total costs. Normally, total costs were 
cxpressed as averages, in cost units of “cost per ton of metal produced'. 
Such units could be compared over time to provide indicators of changes 
in production costs and compared with the market price of metals to 
indicate whether sales of metal or purchases of ore would lead to a 
profit or loss. Edwards and Baber have shown that the Dowlais Iron Co. 
produced up-to-date figures for costs per ton of finished product from 
the first half of the nineteenth century using a relatively sophisticated 
accounting system,‘” and Newell has identified the use of such ‘output 
costing’ amongst south Wales copper smelters in the same period.*8 

An interesting application of costing information by copper smelters 
was its imputation into calculations to make decisions about the purchase 
of ore, either by private contract with mining companies or through the 
public sales of ore, known as ‘ticketings’, which were held regularly 
in Cornwall and Swansea for much of the eighteenth and nineteenth 
centuries. The following calculation was made in 1824 by Thomas Beer, 
the accountant of the Mona Mine Co., to decide whether or not to adopt 
a course of action which, on the face of it, appeared very unlikely to 
prove worthwhile; namely the payment of £126 by private contract for 
sufficient copper ore (12.5 tons) to produce a ton of copper when the 
market price of copper was £112 per ton. 

Under trade conventions, the payment of £126 to the mine owner was 
nominal. The actual payment made by the smelter was net of ‘returning 
charges’, an amount set to cover transport and processing costs. In 
practice, the returning charge was the cost unit measured by copper 
smelters, i.e. the cost of transporting, smelting and refining one ton of 
ore. With returning charges set at 55s. per ton of ore, the net payment 
was £126 — (55s. x 12.5), or £91. 12s. 6d. As was common throughout 
the industry, the returning charge overstated the true costs incurred. 
It is clear that a more accurate costing of production had taken place, 
since Beer adds £21. 17s. 6d. to the net price, as the true ion 
cost (which is equivalent to a returning charge of 35s. per ton), to give a 
figure of £113. 10s. As it was the normal practice to measure copper ore 
in a 21 cwt. ton rather than the conventional 20 cwt. ton, an adjustment 
was made to reduce the cost by the sales value of one cwt. of copper, i.e. 
£5. 12s., to give a net cost of £107. 18s. The cost of rolling the copper, 
£5 per ton, was then added to produce a final figure of £112 18s., which 
was recognised as not taking account of commission to the selling agent, 
interest on capital and so on, to give an ‘apparent loss’ of just 18s. 

Correspondence between the proprietors of Pascoe Grenfell & Son 
and Alfred Jenkin, the firm’s Cornish agent responsible for bidding for 
ore at the ticketings, show how the unit cost of smelting copper ore was 
used to regulate bids at the ticketings.™ It was well-known that the unit 
cost, or returning charge, changed according to the ‘produce’, or copper 
content, of the ore. Costings made by John Vivian for the Mona Mine 
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Co. in 1811 demonstrate the point clearly, when he calculated that, 
ceteris paribus, higher produce ore yields a higher profit than lower 
produce ore.*! Pascoe Grenfell & Son undoubtedly conducted similar 
analyses, and, like smelters such as Vivian & Sons,52 produced a set of 
tables which cross-tabulated returning charges (or unit costs) with the 
percentage of copper in the ore over a range of prices for one ton of 
copper, to give the maximum price which could be paid for ore to allow 
it to be smelted at profit given the prevailing price for copper. At the 
ticketings, Jenkin was given a maximum price for copper at which he 
could bid, and it was his responsibility to set bids accordingly by recourse 
to his ‘variation tables’. 

In 1831, the Mona Mine Co. decided to adopt the same . The 
manager, John Sanderson, reported: “I applied to Mr. [J.H.] Vivian for 
the loan of their tables of calculations, who refused, saying that their 
tables were in terms that they would not divulge. When Mr. Keates [of 
the Ravenhead copper works, St. Helens] was here I asked him whether 
he would inform any one of their method of purchasing C{opper] ore, 
and he gave me the same answer I rcd. before’. Undaunted, Sanderson 
went on to construct his own set of tables. 

It is clear from these examples that unit costs were used on a regular 
basis in the copper industry for the purpose of control. Whilst the 
underlying calculations to determine unit costs may have been made 
on an irregular basis, it is nevertheless evident that they were applied 
to purchasing copper ore on a weekly or fortnightly basis, given 
the organisation of the ticketing system of marketing ore. This is 
a particularly interesting application of cost accounting for control 
purposes, since it links production costs directly with input prices as 
well as to calculations regarding profitability. 

Further evidence of ingenuity in the use of costings m the copper 
industry can be found in the business notebook of H.H. Vivian, son 
of J.H. Vivian and grandson of John Vivian. Here, Vivian recorded 
annual breakdowns of historical costs in the various parts of the 
business covering the period 1822 to 1866, indicating that elsewhere 
detailed cost accounts based on individual cost centres had been kept.* 
Unfortunately, these have not survived. Vivian also records ad hoc 
costings relating to the manufacture of copper sheathing for ships, 
Yellow Metal (a brass alloy), copper rollers, as well as the smelting 
of copper, for which he provides a detailed example of determining its 
unit cost.55 

Most of the costings considered so far have been ad hoc exercises. 
These would have been undertaken either ex ante or ex post, although 
it is not always possible to categorise cost calculations as such with 
certainty. Calculations made before the event would have been used for 
planning and resource allocation purposes, whereas calculations made 
after the event enabled actual results to be appraised and may have 
led to a re-allocation of resources. The potential usefulness of these 
calculations is increased where both types are available at the same 
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time: the ex ante figure represents a standard which should be aimed 
for, against which ex post results may be judged. 

The use of standards goes back a very long way. In agriculture, it is 
known that standard yields were established for crops and livestock in 
the thirteenth century; what were called ‘trial smeltings’ of copper ore 
were undertaken at Keswick at the beginning of the seventeenth century 
to provide standards of smelting costs, whilst standards, based on ‘time 
and motion’ measurements for different types of cost, were established 
at the Carron Co. in the eighteenth century to enable results to be 
monitored and a target profit to be achieved.5’ The accounting system 
today called standard costing developed out of these beginnings as a 
means of analysing standards and actual costs. The existing literature 
suggests that standard costing was developed for the use of engineers 
in the United States in the 1890s,58 but the following example shows 
clearly that the basic principles were used to ascertain the efficiency of 
coal consumption at Vivian & Sons’ Hafod works in 1848. 

Coal was the major variable cost element in the copper smelting 
industry, and coal consumption could also vary greatly through inef- 
ficient use. Wary of this, Vivian recorded: “To ascertain the quantity 
of coal used in each operation trials were made: the results multiplied 
by the total number of operations during the year, of which a record 
had been kept, should give the actual quantity used, which will be seen 
was not borne out in practice owing to bad work’. The results showed 
that 59,286 tons of coal were required, whereas 69,525 tons of coal had 
been used, indicating that fuel costs were over 17 per cent higher than 
necessary.” Results of similar coal trials held in 1836 are included in the 
notebook of William Jones, manager of the Hafod works, although the 
purpose of the exercise is not recorded.© 


IV 


Pollard acknowledges that ad hoc calculations of the type described 
above were in widespread use by the eighteenth century. However, 
he does not explore their range of possible applications and refrains 
from categorising them as cost accounting proper, implying that such 
‘partial’ cost accounts were inferior to fully integrated cost and financial 
accounting systems.61 Indeed, he states that businessmen ‘did not 
develop to any significant extent the use of accounts in guiding manage- 
ment decisions’. The growing body of evidence shows that ad hoc 
costing data was much more widely used as the basis for management 
decisions than has previously been believed the case. Nevertheless, the 
integration of cost and fmancial accounts was an important advance in 
accounting practice which potentially gave managers improved control 
over operations and facilitated the regular appraisal of performance 
in factories where large numbers of workers were employed. This 
development is now examined. 

Where a system of financial accounting is in place, independent ad 
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hoc costing calculations may also be made, with both types of accounting 
drawing on a common source of information. Where ex post costings 
are prepared alongside financial accounts, cost-conscious businessmen 
will be aware that a natural development of their accounting procedure 
would be to modify and expand the system of financial accounting 
to incorporate costing calculations. This change would increase the 
arithmetic accuracy of the data — there being less chance of omitting 
costs within the more secure double-entry accounting framework — and 
would make it possible to produce a range of accounting reports on a 
regular basis. Nevertheless, businessmen would have also to consider 
the additional cost of operating such a system and assess whether or 
not it was advantageous to produce cost accounts on a systematic basis. 
A recent criticism of integrated accounts is that they tend to result in 
the production of routine reports which grow increasingly unrelated to 
the kinds of decisions managers need to take in a changing business 
environment. It is also the case that the arbitrary apportionment of 
overheads to cost centres — to ensure that all costs are ‘accounted 
for — produces total cost figures which are not always considered the 
most appropriate for business decisions. They are generally judged 
to provide a reasonably adequate basis for performance assessment 
and long term pricing decisions, but not for short term pricing and 
production decisions which are more rationally based on marginal costs 
and revenues associated with a particular option. Thus, integrated 
accounts should not necessarily be regarded as the most useful or 
late system for cost accounting. 

It should also be recognised that there is a possible intermediary stage 
between the use of ad hoc costings and integrated accounts, namely 
the preparation of routine costings independently of the financial 
accounting system. This happened at the Carron Co. between 1765 
and 1784, where a costing system was developed to monitor the 
performance of individual departments. The principal features of this 
system (which are also common to a system of full integration) were 
the apportionment of overhead costs to individual departments, and 
the establishment of standards for the purpose of re-charging major 
material costs, such as ironstone, to producing departments. This 
enabled the profitability of different departments to be measured on 
a monthly basis, and comparisons to be made with other companies to 
discover areas of relative advantage. It also enabled the performance of 
departmental heads to be monitored so that those producing poor results 
could be called to account. This is an early example of ‘responsibility 
accounting’. 

By the end of the nineteenth century a number of large industrial 
concerns had established independent costing departments. Further- 
more, the burgeoning cost accounting literature of that period con- 
tinually emphasised the need for integration of cost and financial 
accounts. Understandably, the inference was drawn that the practice 
of integrating accounts began to develop only at this stage. Whilst 
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of integrating accounts began to develop only at this stage. Whilst 
acknowledging that the diffusion of integrated financial and cost 
accounting was slow in Britain,“ Johnson was one of the first writers 
to challenge this ‘late development’ view by citing the example of 
the Chariton mills accounts of 1810, suggesting that it was in textile 
factories in the early nineteenth century where the principles of 
double entry bookkeeping for the maintenance of cost accounts was 
first applied.© It is now known that even this does not identify the 
integration process with its first origins. Fleischman and Parker imply 
that the Carron Co. operated integrated cost and financial accounting 
following changes made in 178667 — though Campbell seems to fix the 
date at 1784.6 Clearer evidence of early integration is provided by 
Jones, who shows that the Cyfarthfa Iron Co. used, from at least 
1791, a system of double-entry bookkeeping to charge individual cost 
centres with the direct and indirect cost involved in the conversion of 
raw materials into finished goods. Operations were divided between 
twelve distinct production centres; direct expenses were allocated to 
each of these, and production overheads, such as blacksmith work and 
the cost of operating the furnace, were apportioned between them. A 
‘manufacturing’ account was periodically prepared for each production 
centre, containing quantities and values for opening and closing stock. 
The balances were transferred to the general profit and loss account, 
where non-allocated overhead costs, such as interest, common charges 
and so on, were also accumulated. 

In a number of cases, the output of one production centre was 
transferred to another. For instance, the output of pig iron produced 
at the Cyfarthfa furnace was allocated between the pig iron account, 
the castings account, and scrap. Transfers to pig iron production and 
castings were priced internally at 90s. per ton, and to scrap iron (which 
was recycled to castings at the same price) at 60s. per ton. For 1820, by 
which time the size of the concern had quadrupled, there is information 
available regarding the methods used to apportion overheads between 
production centres. For example, charges on the ‘furnaces overhead 
account’ were apportioned to individual furnaces on a time basis.70 

The ledgers of the Mona Mine Co., commencing in 1817, are a further 
early illustration of integrated cost and financial records. There is much 
evidence of care being taken to ensure a proper allocation of expenses 
between the mine and the smelting works, and, beyond that, between 
different production centres. There, in 1830, and at the Cambrian 
Smelting Co. in 1822,71 overheads were recharged to departments and 
products using the ‘prime cost’ method and ‘direct labour hour’ method 
respectively.’2 Clearly these methods were not improved upon for some 
time, since the accountant Thomas Battersby states that the percentage 
on prime cost was the most widely used overhead recovery method in 
Britain in 1878, and even in 1898.73 
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Whilst many studies in this area have focused on the chronological 
development of costing techniques, recent research also shed new light 
on the development of other aspects of management accounting. The use 
of rates of return for the purpose of performance assessment and decision 
making, and the inclusion of charges for interest and depreciation in 
costing calculations are examined in this section. 

Johnson links the need for calculations of the percentage return 
on capital invested (ROI) with the twentieth-century development of 
vertically-integrated and multi-divisional organisations.74 He explains 
the growing popularity of ROI on the grounds that it provided a 
more effective means of allocating resources than the capital market. 
While this may have been the case, it should not be assumed that the 
development of ROI awaited the emergence of such conglomerates. 
Moreover, although Hamilton may have been the only early writer 
in the English language to discuss the relationship between profit and 
capital employed,’5 Pollard’s assertion that businessmen never used this 
measure is certainly wrong.” Again, early examples may be found in 
the metal industries. 

Robert Morris, partner in the copper smelting firm of Lockwood, 
Morris and Co., estimated that ‘Profit from May 1727 when Partnership 
was formed to Michaelmas 1728 was about £2,900, which upon a capital 
of £10,000 was 23 per cent per annum granting the time to be one year 
and a quarter’.77 One hundred years later, Richard Cort commented 
that the British Iron Co.’s reported profit of £11,000 in 1826 was ‘about 
4 per cent on £267,616 total amount of real capital employed’, and this 
contrasted unfavourably with the company’s prospectus which forecast 
a return of 20 per cent.78 

The use of interest as a business cost has also been examined. Garner’s 
assertion that the inclusion of interest as a cost of production began 
to receive attention in the literature only in the last quarter of the 
nineteenth century” overlooks Hamilton, writing one hundred years 
earlier, who suggested that ‘a period’s profit should be charged for the 
use of funds employed in earning it’. According to Pollard, ‘Interest 
was treated as a cost, universally in computing the advisability of planned 
ventures, but frequently also in accounts of the past.81 While use of 
the terms ‘universally’ and, even, ‘frequently’ are possibly too strong, 
Pollard’s conclusions receive a measure of support from Jones’s findings 
and from elsewhere in recent literature. 

Many of the financial calculations previously considered, prepared for 
Welsh and other companies to enable management to assess performance 
and choose between alternatives, incorporate an allowance for interest, 
usually of 5 per cent. The inclusion of an interest charge in the routine 
post fact accounts was, however, usually confined to partnerships, where 
the deduction was designed principally to ensure that individuals were 
properly remunerated for different capital contributions, rather than to 
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produce a more accurate costing of business operations as, for example, 
in the Crawshay ledger for 1791—98. Elsewhere, Mepham shows that 
the accounts of the British Linen Co. for 1748 includes an interest charge 
as part of the agreed profit sharing scheme between the partners. At 
the Charlton mills, the calculated cost of business operations clearly 
includes interest imputed at 5 per cent on the owners’ capital investment 
from 1810 onwards.* One further example of an interest charge in post 
fact accounts is contained in a calculation prepared for the Mona Mine 
Co. covering the seven years to 31 March 1800. The actual profit earned 
is compared with an interest charge of 10 per cent on ‘average capital 
employed’ to produce a shortfall designated ‘loss by the mine, £29,789 
15s 10d’. 

It is interesting to note that the evidence suggests that the use of 
interest charges on capital investment in industry is predated by its 
use in agriculture, where the earliest example is found in 1617.86 It is 
possible that, as with other industrial accounting developments, the use 
of interest may well have its origins in landed estate accountancy.87 

The accounting treatment of depreciation is another topic which has 
attracted some interest. Mason gives a number of instances where it 
was discussed in the literature during the sixteenth and seventeenth 
centuries,®8 but it was slow to appear in business records. The first 
hint of systematic depreciation cited by Jones is found in the records 
of the Stanley Smelting Co. for 1788/89, though insufficient information 
is available, even there, to establish the precise significance of the 
following journal entry: “To Stanley buildings for 10 per cent on first 
cost . . . £500’.89 Other early examples of the use of depreciation in this 
way have been identified at the Carron Co. ironworks in 1769, where 8 
per cent was charged on buildings, and Boulton & Watt’s Soho Foundry 
in the 1790s, where 5 per cent was charged on buildings and 8 per cent 
on steam engines.” 

After 1800 the use of depreciation in industrial accounting seems to 
have become more common. The practice was taken up in the textile 
industries,9! while between 1830 and 1850 significant developments in 
the treatment of depreciation occurred in the railway industry. Initially, 
railway companies imputed depreciation in their accounts to cover the 
deterioration of rolling stock, but by the end of this period they began 
to establish depreciation funds for the eventual replacement of large 
sections of track.?? A sophisticated scheme of this sort is outlined by 
Captain Mark Huish and others in a private report to the directors of 
the London & North Western Railway in 1853: 


the amount [to be] laid aside was arrived at by first calculating the 
probable cost per mile of the operation of relaying [the track] — by 
estimating the number of years which, according to the experience 
of the day, would represent the ‘life’ of the road — and by then 
calculating the annual reserve which, at either 4 or 414 per cent. 
compound interest, would be necessary in order to reproduce, at 


COST AND MANAGEMENT ACCOUNTING BEFORE 1850 53 


the end of the period, the total amount required to restore the line 
to its original condition.” 


This calculation contains some of the basic features of a modern 
discounted cash flow investment appraisal, namely uncertainty and 
making allowance for the time value of money. 

A less sophisticated method of capital project appraisal, but one 
popular with businessmen today, was used by the civil engineer Charles 
Vignoles in 1833 to explore the possibility of laying down a railway for 
horse-drawn waggons from the Parys and Mona mines to the port at 
Amlwch. A calculation of annual cost saving from adopting the proposed 
scheme is shown to pay back the initial investment of £5,354 within about 
three years.» 


VI 


Much of what has been written on the historical development of 
management and cost accounting has focused on what might be described 
as ‘single variable solutions’: the level of industrialisation, the relative 
impact of fixed and variable costs, and the organisational structure of 
business activity have each been identified as principal causal factors.% In 
the light of recent research it does not seem that any simple explanation 
for the development of management and cost accounting will stand up 
to close scrutiny. Accounting has developed to serve management in 
an increasingly complex and constantly changing social and economic 
environment. The variety of the costing procedures employed by 
managers in Wales and elsewhere, their ad hoc nature, and the widely 
differing circumstances in which innovations occured, demonstrates 
the contingent nature of the contemporary accounting framework. 
Under these conditions managers first decided what they wanted to 
do — plan, choose, or control — and then structured the information 
accordingly. As the problem changed, so did the information required 
and generated. With the diffusion of ideas and techniques hampered by 
secrecy, unstandardised accounting methods were developed to meet the 
specific requirements of individual firms. 

The findings surveyed in this essay show that it is now necessary 
to reappraise generalisations which have been made concerning the 
development of costing procedures within the factory and workshop. 
In summary, it can now be stated that the use of standards goes back 
to medieval times; the preparation of cost estimates dates at least from 
the early sixteenth century; the use of ad hoc procedures to identify 
incremental costs for planning and decision making purposes dates 
from the late sixteenth century; the integration of cost and financial 
records to provide routine data for the purpose of transfer pricing, 
performance assessment and control in large companies dates from the 
1790s, and perhaps earlier; whilst the roots of standard costing can be 
perceived in the accounting practices employed during the second half 
of the eighteenth and the early nineteenth centuries. 
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Many of the tools of modern management accounting were, therefore, 
in use by 1850 and, since some of these procedures have very early 
origins, it is difficult to resist the conclusion that they must have been 
fairly firmly established in at least certain sectors of the economy. It is 
impossible to gauge the extent to which the techniques described above 
were utilised, and it seems likely that the more sophisticated advances 
occured within the larger concerns undertaking a more complex range 
of activities, such as in the Carron Co., which has been described as 
‘an atypically large Scottish industrial undertaking’.% Nevertheless, the 
results of recent studies by Jones and others may be contrasted with the 
bleak observations made by Pollard and others concerning the nature 
and usefulness of accounting systems during this period. Future research 
into primary business records can only add weight to the conclusion that 
significant use was made of cost accounting data for planning, decision 
making and control before and during the industrial revolution. 


Cardiff Business School, University of Wales College of Cardiff 
Nuffield College, Oxford 
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THE ENLIGHTENED PATERNALIST IN 
ACTION: WILLIAM HESKETH LEVER AT 
PORT SUNLIGHT BEFORE 1914 


By DAVID J. JEREMY 


This article argues that religion as an instrument of company welfare and 
entrepreneurial control survived into the twentieth century. At Port Sunlight, 
Cheshire, in 1907 William Hesketh Lever, later first Viscount Leverhulme, 
employed over 3,000 in his soap factory and housed 3,600 in his adjacent 


Lever determined the style of worship and conditions of membership. Moreover 
he personally selected the first minister, a Wesleyan and a Christian Socialist. By 

the minister as his company welfare officer Lever obviously hoped to 
control all the religious instruments of value formation in the company village. 
If church membership was a reliable indicator, Lever failed miserably. After a 
decade of experiment he turned increasingly to the instrumentality of the masonic 


Recent work on the history of labour relations has drawn attention to 
the importance of welfare provisions in the managerial armoury of 
late-Victorian and early-twentieth century employers. Patrick Joyce, 
investigating the culture of the factory in the north of England, 
found that relations between masters and men moderated from utter 
employee dependence on employers, the characteristic of the early 
industrial pertod, to deference, the later-Victorian stance.! In this 
transformation the paternalist employer, the patriarchal owner and 
manager of the family firm, had the greatest success. One dimension 
of the new relationship was the provision of welfare benefits, which 
may be defined as returns to labour above and beyond wages. Employee 
housing, profit sharing, pensions, sick benefit, medical and recreational 
provisions, self-improvement facilities for the employee and schooling 
for his children: these were the most obvious forms of welfare. Joseph 
Melling argues that they were provided as instruments of labour control: 
to achieve supply, efficiency, discipline.2 Robert Fitzgerald reaches for 
a more subtle understanding of welfare. In competitive trades it was 
provided ex gratia, at the employers whim. By contrast, in natural 
monopolies, like the railways or the metropolitan gas companies, 
it was systematised and administered by a personnel department: 
In these large-scale, highly-capitalised enterprises the stability and 
reliability of skilled labour assumed a much greater importance than 
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in smaller competitive firms. Moreover, with their market dominance, 
the natural monopolies could make long term plans. Out of these 
circumstances came structured and rational welfare schemes intended 
to reward managers as much as shopfloor employees. By the early 
twentieth century numbers of large firms in the competitive trades were 
adopting rational welfare schemes.3 

Welfare as a nigh-neutral benefit, designed to achieve nothing more 
than the reduction of labour turnover, and welfare as employer’s 
instrumentality, designed to cow, condition or manipulate employees 
inside and outside the workplace, are frequently hard to distinguish. 
However, instrumental goals may be suspected when welfare provisions 
have educational, political or religious dimensions. Certainly, before the 
1890s the railways were not as pure in their commitment to disinterested, 
rationalised welfare as Fitzgerald’s thesis might suggest.4 

This paper looks at religious welfare in the context of the soapmakers 
Lever Brothers, a large paternalistic firm in a competitive industry yet 
a firm which came to dominate its market in the period studied. The 
linkage between business and religion, between company and church 
or chapel, went back to the early industrial revolution at least.5 In late 
Victorian factory culture, Joyce concluded, ‘organised religion was in 
the main a principal support of employer hegemony, the identification 
of the place of work with the place of worship limiting the horizon of the 
operative to the local and the known’.® On the other hand, as Laqueur 
found with respect to Sunday Schools, religious institutions were not 
inevitably instruments of middle-class subjugation of the working classes 
or of employer dominance.” If religion was not necessarily an instrument 
of employee control, neither was it necessarily abandoned as firms grew 
in size. Among the Quakers, even in the largest firms, religious motives 
and religious influences continued to be strong elements in their practice 
of paternalism, as Child and Dellheim found.® Nor was personal religious 
commitment on the part of the employer any guarantee that paternalism 
would be any the less instrumental or exploitive in a ‘most religious 
century” as studies of the matchmakers Bryant & May disclose.10 

What does seem clear enough is that by the 1890s the social climate 
which had sustained instrumental religious welfare was changing. The 
spread of elementary education and political rights, the rise of socialism 
and the unions, the growth of unbelief and secularism, the calls of 
the Christian Socialists that business be run on principles of social 
morality, all these developments made religious provisions as company 
welfare look increasingly untenable before 1914. Nowhere is this 
better exemplified than at Port Sunlight where William Hesketh Lever 
(1851-1925), that most agile and ingenious of paternalists, resorted 
to religious and pseudo-religious devices to buttress his ambitious 
experiment in community-based entrepreneurship. His model company 
town was one of a kind that before 1914 could be found in Europe, the 
USA, even Japan;! his exercise of religious instrumentality was probably 
unique among the largest British employers of his day.12 
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II 


Lever was not the first to set up a model industrial community. Fellow 
Congregationalists Francis Crossley at Halifax and Titus Salt at Saltaire 
near Bradford had earlier set up model factory communities and together 
pointed the way to a more wholesome environment and a fairer sharing 
of industrial rewards between capital and labour.13 Lever reached new 
heights in these directions. Port Sunlight, the scene of his experiment, was 
a greenfield site ten miles upstream and across the Mersey from Liverpool 
when he moved his soapworks there from Warrington in 1888.14 Next to 
the factory Lever developed a 130-acre village. By 1907 3,600 lived in the 

and over 3,000 worked in the factory (out of a total UK workforce 
of around 4,500) with men and boys outnumbering women and girls in the 
ratio of 5:4.15 Lever’s achievement was rightly praised by the thousands of 
visitors who came year after year in the 1900s to walk around the village or 
to look down from elevated walkways in the factory on room after room 
of employees toiling on the production; packaging and despatch of soap 
to the far corners of the earth.16 

Lever’s career is familiar enough. Born in Bolton and raised on 
a heavy diet of Congregationalism (tempered by an Anglican parish 
school education), Self-Help and Free Trade, at sixteen he left school 
and entered the family business, becoming ‘by trade a grocer, and by 
profession a marketing man’.17 At 21 he was made his father’s partner; 
at 35 he struck out on his own into soap manufacturing. With his own 
savings and financial support from the family business he purchased a 

in Warrington and instructed the plant in 1885 to make his 
newly-registered brand, Sunlight Soap. Made from vegetable rather than 
mineral oils, it was faster-dissolving and better-lathering than its rivals. 
Sunlight Soap and its successor brands, their production and even more 
their marketing, occupied Lever’s business skills for the rest of his life. 
By the time he died in 1925 Lever was ennobled as Viscount Leverhulme 
of the Western Isles and left an estate valued at £1.6 million gross. His 
firm, Lever Bros. Ltd., with a capital of nearly £57 million, was one of 
the largest British multinationals of the time. 

Clearly Lever found a respectable justification if not much of his early 
motivation in the Calvinistic code and its elements of striving, work and 
thrift and its concept of stewardship in life for which account would be 
given one day to his Maker. Yet business held more attraction to Lever 
as an end in itself than as a means to an end. For him the distinction 
between property for use and property for power was blurred or lost. 
Business endowed power and power he enjoyed. At times this might 


Watson (of Skipper Sardines and another Congregationalist) recorded 
that Lever had no faith in immortality and that ‘Material things meant 
much to him, because the preparation for the spiritual life was, after 
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Bird's cye view of Lever Brothers’ factory and village at Port Sunlight, from 
the Ilustrated London News, 15 October 1898. Christ Church was not yet 
built. (Courtesy, Unilever PLC.) 
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all, secondary’. And the Reverend J.D. Jones, a former chairman of 
the Congregational Union, recalled that, after he had preached at Port 
Suntight and was returning in Lever’s car, Lever suddenly turned to him 
and said “Did you believe all you said tonight?” I replied: “I should 
not have said it if I did not believe in it.” “Welll” he said, “I came 
nearer to being converted tonight than I have ever been in my life” .18 
Despite the pious eulogies which hailed his demise and the respect of 
religious principles which he selectively observed at Port Sunlight, it is 
likely that any possibility of a personal Christian faith was swamped for 
Lever by the cares and riches and pleasures of life, mostly of his business 
life. This, however, did not prevent him from being intimately involved 
with the forms and structures of religion. 


IM 


The provision of religious education and facilities for worship for his 
employees was traditionally one of the duties incumbent upon the 
paternalist, whether feudal landlord or captain of industry.!9 William 
Lever stood in this tradition. There were other considerations behind 
Lever’s promotion of religion in his factory community. Port Sunlight was 
distant from centres of population and their labour markets. He therefore 
had to offer special inducements to attract and retain employees. Among 
them were relatively high wage rates, healthy working conditions and 
excellent housing in the village supplemented by facilities for recreation, 
education and moral elevation. Discipline was ultimately maintained by 
the threat of dismissal and with that the loss (within one week) of a house 
rented in the village. When the workforce was small Lever himself could 
exercise personal control over every individual in the ; 

Growth, however, disturbed the bucolic vision that was Port Sunlight 
in the 1890s. The village, always carefully planned, grew from 28 houses 
in 1889 to 238 in 1897, 600 in 1904 and 720 in 1909. Lever’s face-to-face 
control was no longer adequate. In addition there were overseas factories 
` —in Australia, Canada, the USA, Germany and Switzerland by 1900 and 
another in Belgium in 1904. Consequently, by 1909 Lever ran his empire 
with six directors and (for his 4,500 UK employees) 125 managers, 104 
salesmen and just over 800 other supervisory staff, both male and 
female.21 New-faces brought new ideas, some of them disturbing as the 
company’s international structure saw managers and other staff move 
between centre and periphery. 

And new political winds were blowing. The short-lived Port Sunlight 
Monthly Journal, which carried essays and short stories as well as 
company and village news, briefly signalled these fresh currents. In 
its second year, in September 1896, the Journal (despite its stated 
editorial policy that ‘Articles on religious and political subjects will 
not be accepted’) printed a piece by A.J. Naylor on socialism. “Let us 
bear in mind that national life (with all its concomitants) is subject to the- . 
same law as individual life, ie evolution, not revolution. . . . We know full 
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well the other side of the question, or the hasty way of endeavouring to set 
things right; the mad race of fanatics; the blood-red revolution; and the 
failure of the battle for equality on the part of democracy'.22 This was too 
much for J. de Gruyter, Lever’s Continental manager, whose much longer 
reply appeared in the following December number. Ranging across Marx, 
Engels, the British Fabians and others, he admitted to being a socialist, 
argued that a democratic state would not threaten the individual’s liberty, 
and inter alia pinpointed one of the inescapable flaws of paternalism: 


Port Sunlight or the Agneta Park [built by Van Marken near Delft 
in Holland] are relatively havens of rest amidst the beating, burning 
waves of the sea of competition; but they are exceptions, very 
rare exceptions... . A kindhearted generous employer can do an 
enormous amount of good — no Socialist will gainsay that. But it can 
only affect a small part of the community, and it is a matter quite 
independent and apart from the competitive system.” 


To Lever such views were anathema and subversive. The next issue of 
the Journal was late in appearing and the editor, begging the question, 
explained that the delay arose because ‘until the 26th January the Village 
Council had not decided to continue the publication of its organ’.24 
Imaginably Lever had intervened. To end the debate two more pieces, 
both attacking socialism, were published in January and June 1897. While 
Lever might have checked the official airing of socialist opinions at Port 
Sunlight he knew that ideas critical of capital and wealth were feeding the 
dissatisfactions that inevitably arose in the web of paternalist relations he 
had generated. He counterattacked at the first of the annual gatherings of 
employees (there were too many for all to be accommodated in a single 
building) for 1897. One of his concerns was to dampen the demand for 
profit-sharing: he prefered ‘prosperity-sharing, and he did not see any 
better way of sharing prosperity, so that the wives and children of the 
workers could share it also, than providing these good houses for them. 
(Applause. )’25 His other concern must have been to counter any charges 
that he was suppressing the more critical minds in the village: 


they might, he thought, safely say that Port Sunlight village 
was a success. (Applause.) Its institutions were prosperous and 
flourishing, and yet he wished them to attain still higher things, and 
to have a higher conception of what was possible in such a village as 
that. . . . He wanted to see them cultivating at Port Sunlight a spirit 
of manly independence, which would not tolerate any interference 
from Lever Brothers either as employers or as landlords.” 


No doubt he had in mind the example of the fiercely independent cotton 
manufacturing towns of Lancashire, having been born and bred in one 
of them. Perhaps he was looking forward to the time when Port Sunlight 
might become a separate local government unit — it then straddled the 
urban districts of Bebington and Bromborough — and its representatives 
might be elected to a local council. Hopes of autonomous vitality in a 
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village manacled to an employer company through loss of property rights 
were utterly illusory. They served only to reveal again a glimpse of the 
complex and paradoxical personality of William Lever. As the compan 
historian observed, ‘Work and success had brought him what he at once 
desired and feared — power’.27 He could not bear to release his hold 
on his village creation but knew full well that in retaining his grip he 
would stunt that community. So profit-sharing was postponed for another 
year. Eventually in 1909 he did inaugurate a scheme which was patently 
designed to foster employee loyalty in his still growing multinational 
company.78 More immediately he turned to religious instruments to 
defuse incipient radicalism at Port Sunlight. 

If village opinions were to be shaped, Lever appreciated, they would 
have to be moulded at a fundamental level and this meant chiefly through 
religion and most readily among the young. However, his abilty to control 
the religious life at Port Sunlight in the late 1890s was circumscribed 
by two countervailing institutional factors, denominational diversity 
and Congregational democracy. In Liverpool and its hinterland, which 
received many Irish immigrants in the nineteenth century, Protestants 
of many shades and Roman Catholics of more monochrome hue jostled 
together expressing their religious allegiances, as Joyce and Waller have 
shown, with an intensity which could erupt into political aggression and 
physical violence.2 Any such conflicts imported into Port Sunlight could 
only threaten pre-existing levels of harmony in company and village. 
Less disturbing to law and order but nonetheless worrying to Lever 
would be a plurality of pulpits and a medley of educated minds and 
voices possibly opening questions about the social arrangements of the 
village. Already, within a few miles’ radius of Port Sunlight a varie 
of denominational alternatives welcomed Lever’s employees: parish 
churches at Bromborough and New Ferry, a Presbyterian church at 
Rock Ferry, and a Wesleyan church serving Bebington and New Ferry, 
for example.» Alternative creeds, liturgies, polities (forms of church 
government) implied differing value systems which might question a 
narrowly paternalist one. 


IV 


At first Lever encouraged the Port Sunlighters to hold their own Sunday 
services, which commenced in the Gladstone Hall in 1892.31 A Sunday 
School was started and from spring 1898 ministers from neighbouring 
churches were invited to conduct undenominational Sunday morning 
service (at 10.45 a.m.) in the Port Sunlight School. For reasons that can 
only be guessed, the vicar of New Ferry withdrew from the scheme at the 
end of the year. Perhaps it was related to the determination in the village 
to set up a church. 

Certainly there was a grass-roots interest in providing the opportunity 
for religious worship and education within the expanding community. 
Some 350 people attended the annual general meeting of the ‘Divine 


66 BUSINESS HISTORY 


Services Committee’ in February 1899 over which Lever presided with 
three company directors (P.J. Winser, Martin Harvey and John S. 
Ferguson) noted as present.32 Three months later the committee, chaired 
by J.W. Hope (a company manager but something of a rebel as his 
subsequent career revealed), resolved that the time had arrived ‘when the 
services of a Resident Minister would be much appreciated’ and ‘request 
the sub committee to wait upon Mr Lever to obtain his views upon the 
subject’.23 Lever agreed but on two conditions: ‘the minister should be 
entirely undenominational’ and ‘one who had previously worked in the 
neighbourhood would not be suitable’.*4 

Lever proceeded to exert his personal influence over the religious life 
of Port Sunlight using the same means as those late- Victorian Lancashire 
manufacturers studied by Joyce,35 now wielded with rather more subtlety 
but no less leverage. It had to be different at Port Sunlight. The size and 
growth of the village; the proximity of other churches; Lever’s growing 
involvements outside the North-West in business and politics, with 
London meetings, foreign tours and election to the Commons as Liberal 
MP for the Wirral; to say nothing of the mounting chorus of criticism and 
doubt within and outside the wider church world:3 all conspired after 
1900 to produce marginal innovations in Lever’s instrumental resort to 
religion. 

With J.W. Hope, the one potentially awkward opinion leader on the 
Divine Services Committee, despatched in September 1899 to Australia 
as works manager at Sydney, and the resolution in favour of a resident 
minister tabled, Lever lost no time in taking the initiative. In October 
1899 he himself took over again as chairman of the committee and was 
soon in the thick of discussions about recruiting a minister and starting a 
Boys’ Brigade company.37 A sub-committee was formed to deal with the 
latter but the issue of a minister went unminuted until mid-April 1900. 
Lever then announced that he had been in touch with the Reverend 
Samuel Gamble Walker of Birkenhead. The committee agreed to send 
a ‘cordial written invitation’ to Walker.*8 No other candidates’ names 
were discussed. Some explanation of Lever’s manoeuvres emerged at 
the welcome meetings for the new minister on a Friday evening late 
in August 1900. To the crowd who filled the Gladstone Hall (which at 
lunchtimes accommodated 800 works diners at a time, under the elevating 
gaze of Lever’s overflowing collection of Victorian oil paintings), Lever 
confessed: 


When I first called on Mr Walker I did so without taking the Divine 
Services Committee into my confidence, because I felt that if Mr 
Walker could not come, it would be a severe blow to them, and 
that I had better say nothing about it until I knew. There’s an old 
saying pea runs “Never tell what you are doing until you have 
done it’. 


In style and substance this was vintage Lever. From the start he 
overturned the Congregational (and democratic) principle, with which 
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his upbringing would have familiarised him, of the right and duty of the 
local congregation to choose its own minister. In the euphoria of the 
moment Lever claimed that the appointment was intended to promote 
‘one common brotherhood. . . In one common brotherhood we are met, 
without distinction of creeds or beliefs. We are met as men and women 
will meet when Utopia is realised’. Then more precisely he alluded to 
‘all the bitter things that have been said about our movements at Port 
Sunlight . . . especially about our Sunday services’.41 Walker would help 
to bury those bitter things. 

This was certainly one of Lever’s objectives in picking Walker but it was 
not the only, or even the main, one. That was confirmed when Walker left 
Port Sunlight in 1907. In a letter to him, recorded in the church minutes, 
Lever referred to Walker’s seven-year agreement ‘with Lever Bros for 
social and ministerial services at Port Sunlight’.<2 The company paid 
the minister’s salary (sum unstated; his successor received £300 a year) 
and in effect, as Walker’s denominational obituary notice recorded, he 
was ‘the religious and social director of the Works and Congregational 
Church at Port Sunlight’.44 In the appointment of religious leader the 
paternalist had usurped customary spiritual powers, local and central, 
in the Nonconformist tradition. In so doing he had undermined the 
minister’s prophetic role, with its duty to speak as from God without 
fear or favour. Lever’s position was virtually that of a Church of England 
patron who exercised the feudal right of presentation to a benefice. The 
analogy was appropriate. Lever cherished the aesthetic lines, colours and 
liturgy of the Established Church. 

The significance of Walker’s appointment became most apparent in his 
record and role at Port Sunlight. Then 34 years old and married, Walker 
(he usually hyphenated his name to Gamble-Walker) had attended 
Bradford Grammar School and afterwards qualified at the Wesleyan 
Theological College at Didsbury, Manchester. His pulpit and pastoral 
powers were forged not among the suburban middle-class churches but 
among working-class people. In Chester he had filled the Music Hall 
on Sunday evenings for three years. Then in the mid-1890s he revived 
an emptied church at Collyhurst, north Manchester. Here he espoused 
the Independent Labour Party, spoke at their meetings at Boggart Hole 
Clough, and successfully resisted the authorities’ attempts to suppress the 
meetings. In 1897 he was stationed at the Brunswick Wesleyan Church, 
Birkenhead, and once more spearheaded ‘religious and social work in the 
district. His sermons and lectures attracted thousands of people, many of 
whom were not identified with any particular “ology” or “doxy”’.“4 To all 
intents and purposes Walker was a Wesleyan Christian Socialist. 

The appointment was a masterly stroke by Lever. It brought to the 
ministry at Port Sunlight a man who thought as he did about the 
divisions (and prophetic discomforts) caused by creedal statements. 
More importantly, Walker’s record could only disarm the socialists in 
the company and village. On this score there were those who thought 
Lever would soon fall out with Walker, to which Lever replied, ‘There 
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are many ministers who are in sympathy with Capitalists. But I never 
yet knew a Capitalist who needed anyone to help him.' Walker secured 
the job because ‘his sympathies were with the people’.45 Above all, the 
appointment gave Lever an effective instrument of social control. At 
Walker’s induction meeting Lever let slip this motive when he expressed 
his hope that Walker would play a part in releasing the masses from their 
non-churchgoing ignorance and lethargy ‘before they use their liberty 
revengefully’ .46 

In accepting Lever’s offer Walker was going into the lion’s den. He 
had to sever his connections with Wesleyan Methodism and with that 
the protection of a centralised denomination in which lay authority 
was most definitely subordinated to clerical. He would be entirely at 
the mercy of the paternalist and could only hope that his seven-year 
contract and Lever’s Congregational links might restrain the paternalist 
from capricious excesses. Hailed as someone who could be ‘depended 
upon not to dispense religious lollypops’,47 Walker must have found it 
exceedingly difficult to assert much autonomy in village or church. 


v 


He should have found himself untrammelled in church affairs but the 
church minutes show Lever's paternalism intruding at every turn, even 
after Walker took up his duties. It was Lever who chose the name, 
Christ Church, for the newly-organised church.48 It was he who bore 
the £25,000 cost of the village church (ownership of which was vested 
in the Congregational Union of England Wales under the trust deed 
of December 1903) and he who decided that it should be designed in 
Perpendicular Gothic style.49 It was Mrs Lever who laid the foundation 
stone and she who formally opened Christ Church two years later 
on 8 June 1904. It was Lever, sitting on the elected Christ Church 
Committee (the church’s ruling body) for what turned out to be a 
final time in September 1900, who initiated the purchase of another 
1,250 hymnbooks, and thereby imposed his liturgical preferences on 
the new congregation.5! It was Lever who insisted on a robed choir, 
a professional organist, and bell ringing.*2 On the other hand Lever 
was behind the abolition of pew rents — in an attempt to encourage 
Port Sunlighters to attend Christ Church. Most extraordinary was the 
decision of the Christ Church Committee under Walker’s chairmanship 
to place all those not employed by Lever Bros. Ltd., and those who had 
left that employment, on ‘a Communicants Roll separate & distinct from 
the Church Membership Roll’. This above all else exposed the extent to 
which Christ Church, its members and minister were regarded as tools 
by William Lever and his company-orientated interests.3 

The nature and power of Lever’s expectations posed problems for 
Walker and his Christ Church Committee. Overhead costs, which Lever 
believed the congregation could meet, were never covered by current 
income. For example, while the choir in 1901 cost £150 a year (expended 
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mostly on members’ fees and an annual outing),3 neither the reduction 
of choir costs nor an increase in church income seemed feasible. Cutting 
expenses by dismissing the choirmaster and a ‘more economical working’ 
of the choir displeased congregation, choir and Lever himself.*> Income 
from offerings was hard to increase, reflecting a lack of enthusiasm for 
Lever’s church. This was evident in the slow growth of Christ Church 
membership: 50 members attended the church formation meeting in 
April 1901; by February 1911, four years after Walker’s departure, 
the church roll stood at 140.5% In a company-captive population which 
rose from 2,000 to 3,500 or more over these years, this was not a very 
impressive result for the company-captive church. 

Lever responded to the signs of slow growth in typical entrepreneurial 
fashion. He started, in December 1904, by reducing the Committee’s 
overdraft facility from £250 to £50 in the hope, no doubt, that this 
would spur the church into effective remedial action.57 The Committee 
responded with a classic chapel fund-raising event: a grand three-day 
bazaar held the following autumn, which realised £408 profit. Such 
a device took months or years of preparation, however, and could 
not be treated as an annual fund-raising mechanism.*® Lever then 
pressured the Committee to stimulate free giving. A proposal to take the 
offering on plates (where neighbours and stewards might see donations) 
instead of bags was defeated in the Committee. Six months later in 
September 1905 the ‘Chairman intimated that Mr Lever had expressed 
a desire that the offertory might be taken on plates’. The suggestion 
now passed unanimously. After two months, however, the Committee 
observed ‘the substitution of plates at the offertory had not made much 
appreciable difference upon the mount of the collection’. Evidently 
Lever’s intention of shaming the congregation into increased giving met 
solid resistance. 

When the community failed, Lever or Lever Bros. came to the rescue. 
The expense of a very able organist and choirmaster, F. B. Cheshire, was 
covered by also appointing him musical director at Lever Bros. Ltd. 
During the interregnum between Walker and his successor, Lever told 
the Committee that he had instructed his bank, the Liverpool & District 
Banking Co., to pay £25 monthly into the Christ Chv- n Committee’s 
account with the North & South Wales Bank at Newt- ry. The money 
was for the maintenance and upkeep of the church, repair -and renewals, 
a contribution towards the salaries of the organist and choir, and a 
contribution towards the Sunday School and the salary of Mr and 
Mrs Hook (the lay pastor and his wife) in connection with their Sunday 
School work. Otherwise, Lever warned, his future payments would be 
no more than ‘the ordinary payments for pew rents such as paid by the 
congregation and . . . ordinary collections’. Moreover, and this would 
reinforce a cautious financial management on the part of the Committee, 
Lever reiterated ‘it must be clearly understood that though the above is 
my intention I am under no promise, implied or otherwise to continue this 
contribution and as above mentioned same can be stopped at any time 
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without violating any pledge or the suggestion of any pledge’.61 A more 
assured source of income came from Lever in 1909 when he endowed 
Christ Church with a number of co-partnership shares in the company. 
In 1930 these were exchanged for £7,500 of 7 per cent preference 
shares in the newly-formed Unilever Ltd.@ One element in the Christ 
Church polity was modified after the departure of Walker, namely the 
arrangements for appointing a new minister. The 1903 trust deed makes it 
clear that Walker’s appointment was a pump-priming exercise. Once the 
undenominational church was established in the village it would return, 
on Walker’s departure, to a Congregational form of government.® After 
1907 the minister was required to be recognised by the Congregational 
Union of England and Wales. The church itself was not affiliated to the 
Congregational Union and so preserved the undenominational character 
Lever wanted. Nor were future ministers to be paid by Lever Bros. 
Ltd. Even so, Lever continued to play a key role in the choice of new 
minister. In the two searches for a minister during the first interregnum 
(1907-9) the names sent to the Committee by the Congregational 
Union were set aside. There is the suspicion, based on the fact that 
until the 1960s the Christ Church secretary believed he needed the assent 
of the head of the Lever family in making a ministerial appointment,% 
that William Lever expressed his preferences, which would have been 


Furthermore, church leadership strongly reflected the company’s top 
management. In 1900 the 14-member Committee governing Christ 
Church included five men who by 1909 were managers (including one 
director, John Gray), besides Lever himself. During the 1907-9 
interregnum the Committee was chaired and steered by John Cheshire 
(a manager); the treasurer was John McDowell (Lever Bros.’ company 
secretary and a director in 1909); two more were certainly managers in 
1909 (George Truman and W. H. Williams); and in February 1908 John 
Gray (a Lever Bros. director) was invited by the Christ Church annual 
general meeting to join the the Committee.© 

In recruiting no more than one in ten of the adult population of Port 
Sunlight by 1911 it must have become clear to William Lever that he could 
not use the church to control and influence his company village as much as 
he wished. The reasons are plain. There were plenty of denominational 
alternatives in the vicinity. Christ Church was suspect theologically in its 
avoidance of a definite denominational position. Above all the church 
was riddled with evidences of paternalist pressurising. Not only was it 
built and maintained by the company boss. In addition, membership 
was limited to employees of the Lever Bros. company, an arrangement 
in force until 1909;70 and it seemed to be run by some of the company’s 


top managers. 


VI 
If Lever’s instrumental use of the institutional church was a dismal failure, 
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his employment of Walker as social director in the village and works at 
Port Sunlight seems to have been a rather more successful strategy of 
control. Only fleeting 1 ions remain, however, in the company 
magazine Progress (1900-). From his appointment in summer 1900 the 
young minister appeared at most village functions and held office in most 


the opening of new facilities (such as the gymnasium), the presence of the 
minister was as inevitable as that of Lever himself.74 On a Christmas eve 


the sort of warm paternalistic relationship Lever cherished.7> 

Did Walker intrude upon the economic and political thinking of Lever’s 
employees? Certainly he held offices where questions in these areas 
had to be faced. For example, he was president and chairman of the 
Ratepayers’ Association and in April 1902 was elected (unopposed) to 
represent the Port Sunlight Ward on the Wirral Board of Guardians. But 
Walker’s vision of Lever and Port Sunlight was bounded, not by the late 
twentieth century welfare state, but by the kind of scene journalist Harold 
Begbie saw in 1913 from the railway carriage that stopped at a northern 
manufacturing town on the way back from Port Sunlight: 


The air was black with smoke, the roofs were forlorn and melan- 
choly; the whole town lay stretched out in fog and foulness like some 
cancerous disease . . . all the time my train waited, a procession of 
slatternly, white-faced, shawl-hooded women, by threes and twos 
and ones, was hurrying on its way to the muddied gates and the 
dejected yard of a factory that was like a ruined prison. I looked at 
those draggle-tailed women, and thought of the bright-faced girls in 
blue aprons and caps who make and pack soap in large airy rooms, 
dine for a few coppers in a great hall hung with beautiful pictures, 
and after their day’s work have the clubs, the gymnasium, the 
swimming bath, the halls, the museum, and the garden spaces of 
Port Sunlight for their pleasure and their rest. And twenty-five years 
ago Port Sunlight was a swamp of mud.” 


Against this, the radical Yorkshire parson must have seen Port Sunlight 
as a model for relieving the urban poverty that had earlier driven him 
to support the Independent Labour Party. From his captive position in 
the company village Walker went no further than condemning Britain’s 
wealthy landowners for the problem of industrial poverty: they had 
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retained their land ‘as private parks or as game reserves’, waiting 
for prices to rise.75 In his mind there were obviously landowners and 
landowners. Lever naturally belonged to the enlightened kind as Walker 
vouched when called upon to address the Garden City Conference held 
at Port Sunlight in July 1902.76 To any member of the ILP, or indeed 
to a Christian Socialist in the Church of England, that sounded like a 
very incomplete analysis of the problem of urban poverty. Only once 
did Progress report Walker publicly speaking about socialism: on 27 
February 1904 he addressed his Sunday afternoon Men’s meeting on 
‘Looking Forward’ and referred to ‘the probably effect which the spread 
of Socialist ideas would have on the life of the people in years to come’.77 
It is hard to escape the conclusion that Walker was muzzled and to that 
extent Lever’s strategy of employing a radical Nonconformist minister, 
to counter the rising currents of socialism at Port Sunlight had paid off. 


vu 


Lever particularly encouraged three other religious organisations at Port 
Sunlight, the cynical would guess partly because they were hierarchical 
and authoritarian and might reinforce the hierarchies in company and 
village which Lever himself bestrode. One was the Boys’ Brigade. When 
the Port Sunlight BB company was inaugurated in the Gladstone Hall in 
March 1900 five of the seven members of Lever Bros. Ltd. board were 
there to give their blessing.78 Lever regaled the 70 boys present (who 





Houses on Corniche Road, Port Sunlight, designed by the young Edwin Lutyens, c.1890. 
(Author’s photo.) 
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all joined) with his recollections of the Maori Brigade he had seen in 
New Zealand. Within the year Lever, standing on the balcony of the 
Bridge Inn, was waving to a well-drilled BB company as it marched 
past, uniformed in pill box caps, belts and haversacks.79 Their Christian 
manliness and discipline — evidenced in a weekly Bible class, drilling with 
rifles and competing in squads — greatly appealed to him. As he told his 
Co-Partners in 1909, “it is only the trained men and women who win; 
the untrained, the undisciplined, invariably fail’. Like the Volunteers 
(a company of which was formed at Port Sunlight in February 1902), 
the BB movement inculcated obedience to structured authority and 
encouraged leadership qualities, but alongside Christian objectives. 
Lever gave the Port Sunlight BB company annual treats at his home 
Thornton Manor and, later, allowed the company to run the annual camp 
at the ‘Bungalow’, on Lever’s estate at Rivington near Bolton.®! Lever’s 
son William Hulme Lever became the company’s president before he 
came down from Cambridge.®2 There were alternative Christian youth 
organisations of an interdenominational character, such as the YMCA, 
YWCA or Christian Endeavour (which one of the Christ Church 
Committee wanted to organise),8? but none besides the BB and the 
Sunday School took root at Port Sunlight before 1914. 

Despite William Lever’s active interest the BB company was much 
less successful than the Sunday School. The latter grew from around 230 
pupils in June 1900 to 800 in February 1905 and 1,332 in February 1911 
(when there were 150 teachers). In comparison the BB company grew 
slowly and haltingly: 70 boys in 1900, 40 in 1908, 60 in 1909, 80—100 
in 1910 and 114 in 1911.84 Explanations can only be guessed. The Sunday 
School was much less authoritarian than the BB, and offered educational 
returns to all ages and both sexes while the BB was confined to older 
boys. 

Certainly, at the lowest reading of the evidence, the Sunday School 
allowed Lever to play out a paternalistic role. At high points in the Sunday 
School calendar Lever appeared, village godfather whose benevolent 
image would be fondly remembered when the youngsters were old 
enough to take their place in the ranks of company workers. That 
aside, Lever genuinely enjoyed the company of children. They went 
to Thornton Manor for their annual Sunday School treat at the turn 
of the century. At his instigation they competed with a Sunday School 
attached to Lever Bros.’ Australian factory at Waverley, New South 
Wales, for an attendance prize. On the Sunday School Anniversary 
weekend Lever was rarely absent. For the children’s afternoon service 
on that triple-service Sunday a children’s procession, hundreds strong 
and accompanied by a band, wound round the village. Sometimes 
Lever walked in it, sometimes he rode in his carriage with it; always 
he viewed and reviewed it. Chairing the afternoon service he typically 
got the children to promise ‘to be good and give their teachers as little 
trouble as possible.’85 Of course the Sunday School supplemented the 
day school in equipping the children of the village with the basic literacy 


LEVER AT PORT SUNLIGHT 75 


and numeracy skills they would need in industrial society, including Lever 
Bros.’ factory. But Lever evinced much less interest in Port Sunlight’s day 
schools after they were taken over by Cheshire County Council under the 
1902 Education Act.86 


Vo 

The third authoritarian and hierarchical organisation which Lever 
sponsored at Port Sunlight after 1900 was a masonic lodge. The 
inaccessibility of the movement’s records leave freemasonry shrouded 
in an unnecessary air of mystery.87 However, at Port Sunlight reports 
of the formation and growth of a lodge were regularly published in 
the company-village magazine, Progress until 1906.88 They reveal some 
m ing connections. Named in honour of William Hesketh Lever, 
the lodge (No.2916) was inaugurated on 4 June 1902. The Visiting party, 
led by the Honourable Alan de Tatton Egerton, M.P. and heir of the 
first Earl Egerton whom he had succeeded as Provincial Grand Master 
of Cheshire, were received by Robert Barrie, a Lever Bros. director 
but a non-mason, in Lever’s absence. Appropriate ceremonies were 
held in the largest school hall following a works tour and luncheon 
at the Bridge Inn. In the first year 33 men became members of 
the lodge, either by initiation into freemasonry or by transfer from 
another lodge. This was very few compared to the thousand and more 
men working at Port Sunlight. Significantly, however, the founding 
members of the lodge included two who became the most senior 
managers in the company by 1909: Edward Wainwright and Edmund 
Vannutelli Salaman. Wainwright was the son of the soap boiler whose 
practical knowledge was invaluable to Lever when he embarked on 
manufacturing and took over Winser’s soap works in Warrington in 
1885. Salaman, who was already a freemason in 1902, was a Jew 
whose uncle and father-in-law Joseph Seymour Salaman had acted 
as Lever’s solicitor in trade mark disputes in the 1880s.91 By 1909 
Salaman was in charge of the export department and in 1910 was made 
a director. 

Lever apparently encouraged the setting up of a masonic lodge at Port 
Sunlight even before he became a freemason.S2 He was initiated into 
freemasonry at the Port Sunlight lodge on 8 July 1902 after an absence 
from the village. His minister and social director Samuel Gamble Walker 
was initiated at the same time and the two men quickly advanced to the 
second and third degrees together in October and December 1902.93 
‘In order to qualify himself for office and for mastership he [Lever] 
used to rise an hour earlier in the morning, at four instead of five, 
in order properly to rehearse and become acquainted with his work 
[masonic ceremonial], for he rejected with scorn the suggestion that 
others could do his work for him’. He became master of the lodge in 
1907-8, Walker (then minister of a Blackpool Congregational church) 
succeeding him, and in 1908 became Provincial Senior Grand Warden of 
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the Provincial Grand Lodge of Cheshire.” 

During the last two decades of his life Lever directed many of his 
considerable energies into freemasonry. He founded five lodges and one 
Royal Arch chapter at Port Suntight. He was among the founders of the 
Royal Colonial Institute lodge in 1912. His obituary recorded: 


He was a Past Grand Warden of England in Craft and Mark 
Masonry, and held the highest office in the Supreme Grand Chapter 
of Royal Arch Masons. He was also a member of the Ancient and 
Accepted Rite, and of the Knights Templars. Not content with 
English Masonic experience, he went further north and became 
the master of Lodges in Scotland, particularly of Lodge Fortrose 
in Stornoway. He made an extensive Masonic tour in Australia, 
visiting lodges in backwoods and townships. 


In the Lady Lever Art Gallery, which was built in memory of his widow 
and which opened in 1922, Lever, now Lord Leverhulme, reserved one 
part of the building for a masonic hall, for use by the Port Sunlight 
lodges.97 

What attracted Lever to freemasonry? Before masonic reports in 
Progress ended in 1907 the William Hesketh Lever Lodge appeared 
to be little more than an exclusive but convivial men’s dining club 
with a secret ritual, annual balls (the first two at Thornton Manor) 
and admirable charitable purposes. For Lever the ritual compensated 
for the lack of ceremony in his Nonconformist background. In addition, 
its Gothic overtones echoed the architectural symbols through which 
at Port Sunlight he sought to legitimise his authority. Furthermore, 
freemasons would claim that masonry, if not a religion, was religious 
in its reverence for the ‘Great Architect of the Universe’. Masonry 
also provided another vehicle for Lever’s philanthropic propensities 
through which, in contrast to the local church, he could more widely 
and more privately disburse his charitable gifts. In the upper levels 
of the masonic fraternity he would find the company and advice of 
members of the big league of benefactors. Mixing with freemasons 
at a national level he had another route into the county circles of 
Cheshire and some of the highest male preserves in London. From his 
company’s viewpoint, the international character of freemasonry might 
be useful in facilitating the movement of information dnd managers 
between Lever Bros. at Port Sunlight and its multiplying overseas 
subsidiaries. The timing of the founding of the masonic lodge might 
suggest other, ulterior, motives. In 1902 both company and village were 
on steep growth curves. Cohesive devices were essential if the disruptive 
forces of growth were to be held in check. Over the previous two years 
Lever and his directors had taken various measures: a nondenominational 
minister-cum-social director had been appointed; a renewed village 
building programme which saw the construction of an inn, an open air 
swimming pool, a gymnasium and a church; and several new organisations 
including the BB. In this context the masonic lodge and its clones 
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offered possibilities of reinforcing social stability within village and 
company. 


IX 


Lever's compulsive habit of utilising the resources of religion for his 
own commercial purposes were not confined to Port Sunlight. When 
he visited the Belgian Congo in 1912-13, to exploit the concession 
he had acquired there from the Belgian Government (in order to secure 
his sources of palm oil), he found a section of land at Kinshasa which was 
suitable for an administrative headquarters and storage base but which 
was occupied by a mission station of the Baptist Missionary Society. After 
he returned to England he sent £1,000 to the BMS, to pay for a new 
church at Kinshasa, and simultaneously proposed that ‘a portion of this 
[the Kinshasa] station should be sold to him’ for the use of his company, 
La Société Anonyme des Huileries du Congo Belge.” The missionary 
society complied. 

The employees of Port Sunlight, certainly vulnerable if they lived in 
company housing, were by no means as exposed as these missionaries. 
Had the missionaries wished to resist Lever’s ambitions they would have 
faced the combined weight of an alliance between a ruthless capitalist and 
an equally ruthless imperialist government. Probably the BMS personnel 
had no reason to dispute the deal. Port Sunlighters, however, had some 
reason to boycott Lever’s church or the meetings his clerical welfare 
officer arranged. And they did. 

From his point of view, Lever faced a period of accelerating change 
and his face-to-face community entrepreneurship with its religious 
instrumentalities seemed a tried and tested way of checking destablilising 
forces that threatened the firm from outside. Those external threats 
came from several directions. Religious doubters, Fabians and socialists 
comprised one cluster. The growing proportion of employees living 
outside the village, which reduced the instrumental value of village 
housing and village institutions, was another. Other churches in the 
vicinity of Port Sunlight made it difficult to counter religious pluralism. 
Further, the scale of operations in factory and village reached such 
proportions after 1900 that working and resident populations were 
decreasingly amenable to the face-to-face paternalism with which Lever 
had grown up. 

Lever tried to establish relations within his company-community by 
resorting to various well-tried devices, including religious and pseudo- 
religious welfare provisions. The appointment of a minister-cum-social 
director of known socialist sympathies and charismatic qualities was the 
prime one. Lever succeeded in neutering his agent but at the expense of 
that agent’s effectiveness in bringing people into the company church — 
paid for by Lever, confined to company employees, and run by men who 
deferred to the boss as readily in the vestry as they did in the factory. 
Two related organisations at Port Sunlight, the Boys’ Brigade company 
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and the masonic lodge, also grew slowly, though detailed evidence 
on Lever’s lodges is unavailable. In contrast the Sunday School grew 
dramatically. Its appeal must have been related to family lifestyles but 
also to its educational opportunities. Significantly, perhaps, it was also 
lesa hierarchical and less authoritarian than the BB and the masonic 
lodges. 

William Lever’s attempts to stabilise the Port Sunlight community had 
very mixed results. Evaluated in terms of physical environment they 
were a widely-acknowledged achievement. In pacifying a workforce 
for so many years (there was only one strike before 1914, in 1911) 
they might also be rated as successful. However, when examined as 
an attempt to use religious instruments for temporal goals they must be 
pronounced a dismal failure. From the perspectives of the debates about 
paternalism and welfare ca italism, they appear as a latter-day revival 
of older employer instrumentalities made obsolete by new social forces 
outside the narrow world of the company village. 
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THE FAILURE OF 'THE ANGLO-AMERICAN 
COUNCIL ON PRODUCITIVITY 


By JIM TOMLINSON 


The Anglo-American Council on Productivity is the best-known body created 
as part of the Attlee Government’s productivity drive. The (unavoidably imp- 
easionistic) evidence suggests that the impact of this body was rather limited. This 
article is concerned with the reasons for this failure. The effects of the AACP 
depended crucially on the role of the FBI, the main employer body represented 
on the Council. The FBPs attitude to the A ACP was partly shaped by the rather 
uncongenial message of many of the Council reports which followed the visits of 
productivity teams to the USA — a message which emphasised that management, 
not workers, were commonly a fault in Britain’s poor productivity performance. 
More broadly the FBPs attitude to the AACP was defensive, embracing it as a 
way of keeping government ‘off their backs’ rather than a positive enthusiasm for 
increased productivity. Generally British employers were enjoying high profits 
from a sellers’ market, and saw little need to respond to a government which in 
any event found it difficult to find a clear focus for its productivity campaign. 





The Attlee governments of 1945-51 were the first British governments 
in peacetime to give a high and sustained priority to raising industrial 
productivity.1 This concern gave birth to a range of policy measures,” 
the best known of which is undoubtedly the Anglo-American Council 
on Productivity (AACP). The concern of this paper is the reasons for 
the apparent failure of this Council to make much impact, despite the 
considerable resources which went into it. 


I 


The AACB had its origins in the convergence of British and American 
concerns to raise British industrial productivity. In Britain higher produc- 
tivity was seen by the Labour government as a way of quickly raising 
output in a fully employed economy, suffering from severe balance of 
payments problems and tight constraints on increasing the capital stock.3 
The crisis-driven and essentially short-term concern with productivity was 
enhanced by the wartime realisation by many in government of the extent 
to which British productivity had for a long time lagged behind other 
countries, notably the USA.4 

On the American side the interest in British productivity followed from 
the new-found concern with the prosperity of the European economies, 
a concern symbolised, of course, by Marshall Aid.5 Under the aegis 
of Marshall Aid, the European Co-operation Administration (ECA) 
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pressed for measures to raise productivity in recipient countries. Such 
measures were never formal conditions for the receipt of aid, but both 
the ECA and the British government were aware of the extent to which 
Congressional opinion in the US was critical of British efforts in this 
area, and needed to be appeased to secure continuation of the Marshall 
Plan.® 


The specific suggestion for the AACP came from the Chancellor of 
the Exchequer, Stafford Cripps, at a meeting with Paul Hoffman, the 
Director of the ECA, in July 1948. However the idea had already been 
mooted in Washington, in response to suggestions made by Silberman, 
head of the productivity section of the US Department of Labor, who 
had visited Britain in the summer of 1948 and formed ‘a devastatingly 
adverse view of British productivity which compared even worse with 
American than he had been led to expect’.7 The British government 
followed up the idea enthusiastically, securing the agreement of the 
Cabinet and the National Production Advisory Council for Industry, the 
main government-employer-trade union body for industrial matters.8 

Politically the AACP was not widely welcomed in Britain, as is shown 
by the response to the initial announcement in the House of Commons, 
as well as by the correspondence in the files at the Public Record Office.9 
Nevertheless, it was enthusiastically pursued by the Government. Partly 
this was because it was seen as plainly politic to appease US opinion, 
and, it was hoped, provide better information so that opinion might be 
altered in Britain’s favour. Secondly, the AAC? fitted in with the already 
existing domestic concern to increase output and productivity. Thirdly, 
more subtly, the AACP as a non-governmental body, was seen as a way 
of both committing the two sides-of industry more enthusiastically to 
the productivity drive, and at the same time absolving the government 
from responsibility for any possible failure in this area.10 Such a ‘non- 
interventionist’ body was also seen as likely to be congenial to US opinion, 
suspicious of the Attlee government’s socialism.11 

The AACP initiative was largely welcomed by employers, the FBI 
seeing it as an opportunity to correct what were seen as ‘ill-informed 
or self-interested’ criticisms of British industry by Americans, and at 
the same time reducing the Labour government’s role in the area by 
placing ‘the whole of this question firmly in the hands of industry 
itself'.12 The FBI had previously been resisting government calls for a 
new productivity campaign, and it saw the AACP as a way of stopping 
the productivity drive being used as a vehicle for what it perceived as 
unwanted interference in industrial affairs. This FBI view was well known 
to the government, and known to be shared from its own point of view by 
the TUC.3 

Given this climate of agreement by the ‘peak associations’ the AACP 
was established in 1948 as a bi-partite body, with representatives from the 
British Employers’ Confederation, the FBI, TUC and trade union and 
employer representatives from the US, but no government members. It 
was intended that its life would be coterminous with Marshall Aid, ending 
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in June 1952.14 In the early stages the AACP established a five-fold 
programme of work for itself: plant visits and exchange of production 
techniques; maintenance of productive plant and power; productivity 
measurement; specialisation in industrial production; economic infor- 
mation. The last four of these spawned committees, all of which reported 
rather inconclusively in 1949. This reinforced the dominance of team visits 
to America as the AACP’s main activity, and by the end of its existence 
the Council had organised 49 teams in specific industries, and 17 teams 
on specialist subjects (such as management accounting). Three visits of 
US teams to the UK were organised. 

Not all action on productivity was channelled through the AACP 
after 1948. The FBI wanted it to be so, but there were tensions with 
the government on this issue. For example, following the devaluation 
of the pound in 1949 and the renewed search for output expansion, 
Cripps met resistance from the FBI, BEC and the TUC in suggesting 
a new government sponsored ‘comprehensive publicity campaign’ on 
the productivity issue, the peak associations wanting any such campaign 
to be managed by and channelled through the AACP.16 The FBI was 
extremely sensitive to government taking the lead on the productivity 
j , Tesisting, for example, the idea of a ‘productivity exhibition’ in 
Birmingham in 1950 because it was organised by the Regional Board 
for Industry, a government-sponsored body, and attacking the whole 
existence of the government's Committee on Industrial Productivity.17 

Within the civil service there were substantial doubts as to the wisdom 
of giving the AACP the central role in the productivity campaign. In 
September 1949 for example worries were expressed within the Treasury 
about the AACP starving the government of information necessary 
for further intervention.18 Similarly, senior civil servants doubted the 
capacity of the AACP to handle efficiently the increased amounts 
of technical assistance made available by the US from the autumn 
of 1949.19 These doubts contrasted with the political advantages the 
government continued to see in a ‘hands-off approach to industrial 
productivity. Overall, the AACP which means, essentially, the team 
visits and their reports, remained at the forefront of the productivity 
drive under Labour, though it was by no means all of that drive. Its 
failure is therefore a significant part of the failure of that productivity 
drive to achieve the goals its enthusiasts hoped to achieve.20 


II 


The roots of that failure may be found partly in the nature of the 
message that the AACP teams and their reports brought home from 
the USA. Carew?! has rightly noted the extent to which many of the 
teams propounded a crude and highly dubious account of the nature of 
the American economy and the attitudes and behaviour of American 
workers and management. Much of this could rightly be criticised as 
ill-informed proselytising for the ‘American Way of Life’, difficult to 
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take seriously either as a guide to American practice or the possibilities 
of reform in the UK. 

But leaving aside the rhetoric, what substantively did the Team Reports 
suggest were the lessons that could be drawn by British industry from US 
practice? In his account Carew, whose main interest is in labour relations 
and who relies largely on TUC sources for his discussion of the AACP, 
suggests the team reports focused on ‘labour’ issues and emphasised 
the potentially positive role of trade unions in raising productivity 
and therefore implied that British labour was the main problem.” 
Plainly it is very difficult to summarise 66 extremely varied reports, 
and easy to read one’s own interests and prejudices into what they say. 
Nevertheless, Carew’s analysis does seem to exaggerate the extent to 
which the AACP teams produced reports which focused on trade union 
and labour relations issues, and in doing so obscures one reason why 
employers did not exactly greet the Reports with open arms. 

An analysis of 58 of the Team Reports prepared in 1952/53 shows that 
the main factors deemed responsible for the US lead in productivity were 
as follows. Heading the list were ‘extensive use of mechanical aids’ and 
‘appreciation by workpeople of need for higher productivity’, followed 
closely by three areas of ‘managerial techniques’ — ‘modern methods 
of costing’, ‘production planning and control’ and ‘work study’.2 
This supports Carew’s view that the rhetoric of AACP focused on a 
crude psycho-sociological account of American attitudes to productivity, 
coupled with an emphasis on inadequate investment in mechanisation. 
But beyond this what is striking in the substantive discussion is the 
emphasis on the failure of managerial techniques in Britain. Equally, 
whilst often being quite explicit about the failings of British management, 
the reports strikingly did not put a great deal of stress on the restrictive 
practices of labour that British management so commonly emphasised. 
Hence the FBI did not find the Teams producing quite the message it 
hoped.?4 This comes over even in Hutton’s book on the AACP, which in 
other regards is a rhetorical exercise which the TUC had fought strongly 
to have substantially amended.> 

Carew is right to stress that much of the work of the AACP (and other 
US-inspired agencies for raising productivity) was aimed at i 
the gospel of scientific management.26 But he assumes that scientific 
management was essentially a technique for subordinating labour, 
assumed to be always a congenial objective to management. But in 
the British case, management did not see the issue quite in that way. 
The rhetoric of scientific management threatened their traditional way 
of doing things as much as it threatened labour’s traditional prerogatives. 
Thus for example there was an unenthusiastic response to the AACP 
Management Accounting Report, though it was far removed from labour 
issues.27 It was well recognised that the focus on management accounting 
meant above all advocacy of standard costing and budgeting. Thus in 
part the AACP was one more attempt to get British industry to adopt 
American costing techniques, themselves, of course, tied in turn to 
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broader Tayloristic views about the crucial role of standard processes 
and standard operating times.28 

This advocacy of a revolution in British managerial techniques, 
especially focused on standard costing and budgeting, seems mainly 
to have fallen on stony ground. This is perhaps surprising given that 
cost accounting had been given a substantial filip by the wartime 
proliferation of cost-plus contrasts.22 But this seems to have carried 
over very little into standard costing in the post-war period. Perhaps 
this was partly because costings designed to bargain with government 
over contracts are by no means the same kind of managerial tool as 
standard costings in a managerial accounting sense. More broadly, of 
course, standard costings related to the issue of industrial structure. 
Britain’s small-scale, craft-oriented firms had much less scope for such 
devices than large producers of homogeneous products. The perceived 
link between structure and management techniques is nicely brought 
out by the emphasis in government reports at this time on encouraging 
management accounting in industries deemed to be most in need of 
‘rationalisation’. In any event, many of Britain’s industrialists saw 
much techniques of scientific management as inappropriate for the 
much more variegated markets, and hence variegated product mix, of 
British industry.31 


HI 


Of course, the failure of the AACP cannot simply be put down to the 
uncongenial message of the Team Reports for British managements — 
though it was undoubtedly from their point of view a rather unfortunate 
twist to their often expressed view that productivity was a managerial, not 
a union or government, responsibility.32 Other problems with the AACP 
were acutely analysed by American participants.33 

First, they suggested that the AACP formed only a ‘temporary 
defensive alliance’ between the FBI and the TUC, rather than an 
enthusiastic partnership. Certainly the FBI motives for welcoming the 
AACP were complex, as noted above. At the centre was undoubtedly 
a defensiveness, a desire to ‘restore perspective into the American 
criticisms which have so freely been made of British industry’ and to 
‘correct wrong impressions’ in Congress about British efforts. These 
might be seen as the immediate primary goals of the FBI in embracing 
the AACP in 1948.4 

This defensiveness was embedded in a wider strategy of resisting 
what the FBI saw as the ever-widening encroachment of the Labour 
government into the industrial arena. Hence the grasping at the idea 
of the AACP as an opportunity to get governments ‘off the back’ of 
industry. This attitude also lay behind the FBI establishing its own 
‘production committee’ as a response to government exhortations on 
productivity.35 More significantly, the existence of the AACP was used 
as a reason for resisting the work of the Ministry of Supply’s Committee 
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on standardisation, arguing that this issue should be brought under the 
control of the AACP.% And where issues were brought under the control 
of the AACP — such as the question of the measurement of productivity 
— hopes that this would lead to greater co-operation by industry in 
producing reliable data than had previously been forthcoming seem to 
have been largely dashed.37 It may not be wholly unfair to say that the 
FBI saw the focus on Team visits as a highly public but largely innocuous 
way of showing their concern with productivity, while continuing to be 
unenthusiastic about other government initiatives in this area. 

The TUC’s position has some similarities with the FBI. It too could 
see a political advantage for its own organisation in getting government 
to step back a little from the productivity issue. This was not through any 
hostility to the pursuit of higher productivity — indeed the extent to which 
the higher echelons of trade unions fell in behind this goal is a notable 
feature of this period — rather it was because of a belief that it could itself 
better overcome the significant rank and file doubts and hostilities on this 
issue than the seemingly heavy-handed attempts of government.38 

Secondly, the Americans criticised the British participants in the 
AACP for adopting defensive attitudes towards comparisons with the 
USA, arguing that the refrain tended always to be ‘British practice is 
best suited to British conditions’. As noted above, this attitude was 
certainly taken by many employers, and they of course were crucial as 
the key decision-makers in industry. Two points may be made about 
this posture. First, it seems fair to criticise it as largely a ‘gut reaction’ 
to unfavourable comparison with US practice, rather than a reasoned 
defence of the existing behaviour of British industry. There is no evidence 
in the FBI records or in the public records dealing with the AACP that any 
investigation was made about the relevant market conditions, economies 
of scale or other issues bearing on the supposed contrast between the 
homogeneity of American and the heterogeneity of British production. 
This contrast in market and output structure may have existed, but no 
one seems to have known whether it did or not. In ‘mitigation’ of 
employers’ attitudes however it might be noted that this alibi for British 
inefficiency was widely shared, reflected not only in correspondence 
with government departments from trade unions, but also in some 
senior politicians’ response to Cripps’ Original announcement of the 
AACP.# 

A further accurate criticism of the AACP was its emphasis on 
investment as the key to productivity. This view was shared to a 
degree by the TUC and FBI, but it was the focus of much of the 
FBI’s argument on productivity. Yet, as the American critics of the 
AACP pointed out, higher investment was not the obvious solution to 
Britain’s problems, given that in the US capital/output ratios had fallen 
since the 1920.41 Indeed, in less polemical mood, the FBI was willing 
to accept that in any event prevailing macroeconomic circumstances did 
not allow an unconstrained investment boom, above all because of the 
balance of payments constraint.42 Hence the focus on investment tended 
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to be a way of blaming the government for low productivity, by attacking 
its policies, especially taxation policies, rather than a helpful contribution 
to the productivity issue. 

Finally the US commentary suggested that working through the FBI 
meant that the firms involved in AACP activity tended to be the middle or 
larger-size firms, rather than the smaller firms which it was believed were 
most in need of reform. Hence the AACP, it was argued, left untouched 
the long ‘tail’ in the efficiency distribution of British industry. However 
the historian of the FBI suggests that this common criticism of the FBI, 
as representing the larger firms to the exclusion of the smaller, may 
be exaggerated.8 Nevertheless the make-up of the AACP productivity 
teams does suggest that they drew largely on the bigger, better known 
firms for their membership, which suggests this criticism has some force. 


IV 


As can be seen in the previous section, much of the criticism of the 
weakness of the AACP can be seen as implying criticisms of the 
employers. (Basically this means the FBI; whilst included in the AACP, 
the British Employers’ Confederation did not play a large role except on 
issues directly touching on wages). But what of the TUC? 

The TUC, as noted above, welcomed the AACP as a way of fighting 
the productivity battle it had come strongly to believe in, whilst favouring 
the ‘hands-off approach involved in the structure of the Council. The 
TUCs enthusiasm for productivity seems to have been far less based 
on a desire to appease government and public opinion than the FBI’s 
posture as discussed above. The TUC attitude to the productivity issue 
is aptly summarised in the following statement ‘the living standards of our 
members, the social welfare policy of our government, and the emergence 
from our present difficulties are at stake’. 

Undoubtedly some people in the trade union movement saw bodies 
such as the AACP as places where criticism of managerial efficiency 
could be made, and the right of management to manage challenged on 
the grounds of its incapacity to pursue the policies necessary to raise 
productivity.4° But such challenges to managerial legitimacy seem not 
to have surfaced in a serious way from the TUC representatives on the 
AACP. The FBI was usually impressed by the TUC’s rejection of such 
radical attitudes to the productivity issue. For example, soon after the 
AACP was established the Director General noted: ‘I must say that I 
have been much impressed by the recognition by the TU members of 
that Council that each side has its own distinct function, and I feel there 
is no danger there of collaboration leading to encroachments by the TUs 
on to the field of management’ .46 

At the AACP, as elsewhere, the TUC did press its case for management 
to be more enthusiastic in setting up joint consultation committees 
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between management and workers. But these bodies were agreed to 
be a “good thing' by most managements, seen not as harbingers of 
workers control but simply as an extension of a good style of consultative 
management. This was also largely how the TUC saw them.*’ 

The position of the TUC in the AACP discussions is well illustrated by 
its response to the Fleming- Waddell report on the workings of the AACP, 
prepared in 1950. The TUC was critical of the generalising approach of 
this report, its exaggeration of the degree of competition in US industry 
and its excessive emphasis on ‘atmosphere and psychological factors’ 
in explaining higher US productivity. But its alternative emphasis was 
shared by many of the FBI representatives — a belief that the key issue was 
the levels of horsepower.‘§ There was no hint of an ‘alternative agenda’ 
being brought into play by the TUC. 

In other words, if the AACP failed, this was certainly not because of 
any obstruction to its effort by the TUC. Indeed, the records suggest the’ 
TUC took the AACP much more at face value than the FBI, and tried its 
best to make it work. 


v 


In a simple sense we say that the AACP failed because the weapon it 
used — basically the productivity teams and their Reports — were hardly 

te to scale of the problems of British industry. It may reasonably 
be doubted whether in the time-span of the AACP (four years) any policy 
instrument could have made that much difference to such deep-seated 
problems. Nevertheless it is worth summarising the reasons why the 
AACP achieved quite so little. 

First, in such a summary we may note a feature of the economic 
climate of this period largely ignored. This was a period, above all, 
of a sellers’ market; Britain’s balance of payments problems were not 
basically due to problems of competitiveness but rather to incapacity to 
supply enthusiastic potential buyers. The unsurprising consequence of 
this climate was high profits — what Cripps in his budget speech of 1949 
called ‘frightfully high profits’, a verdict largely borne out by academic 
assessment of profitability.49 This context must have affected employers’ 
views of the need to revolutionise their practices — they were doing very 
nicely as they were. 

Also important in explaining the somewhat lackadaisical approach to 
productivity is the political climate in the widest sense of that term. Here 
we may contrast the British response to the pressure for ‘Americanisation’ 
with that in France. In the latter country, the strength of commitment to 
economic growth (as opposed to the emphasis on stability in Britain), 
and the idea of Americanisation as a healer of bitter political decisions, 
meant a much more positive response to pressures for following the 
American model. The Association Française pour l'accroissement de la 
productivité (AFAP) sent 450 missions to the USA, embracing a much 
wider body of people than the AACP.™ In Britain there was no parallel 
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sense of the need for reform and modernisation in industry. In Monnet's 
words, ‘Britain had not been conquered or invaded; she felt no need to 
exorcise history’ .5! 

At a less general level the political climate in which the AACP operated 
was of course formed by the election of a Labour Government in 1945. 
The FBI’s relationship to that government was based on a calculation 
that overt, public opposition would be damaging to employers, and 
such opposition was largely avoided, especially in the early years after 
1945.52 But to describe this relationship as ‘willing co-operation’, as 
Blank does,°3 seems disingenuous to say the least in the light of the 
record on the AACP, amongst others. Rather, the FBI made careful 
political calculations about what was a viable strategy in a seemingly 
uncongenial climate — and this, as noted above, informed its embrace 
of the AACP idea. 

For the Labour Government’s part, it was constrained by both a 
practical and an ideological problem. Practically, it was reliant on the 
good will of employers for the operation of many of the physical controls 
which it inherited from wartime and continued to employ for much of the 
late 1940s. Employers in general, and trade associations in particular, 
were central to the operation of those controls, and gave a strong 
incentive for the government not to upset employers overly. 

Ideologically too, the government was ill-prepared to take a highly 
interventionist role in the workings of private industry. Its central concern 
was, of course, to rationalise certain sectors of industry, but this desire 
to change the pattern of ownership predominated over any clear ideas 
about how to change the management and organisation of industry. 
Labour had little knowledge or interest in how firms worked and how 
these workings might be improved.*5 The government’s major initiative 
on private sector industry — Development Councils — was largely derived 
from the pre-war ‘rationalisation’ movement and wartime Board of 
Trade ideas rather than its own resources. In any case they were not 
pursued very hard in the face of employer opposition orchestrated by 
the FBI. In sum, the government had neither the political will nor 
the intellectual means to challenge the legitimacy of private sector 
management. 


VI 


Rogow and Shore entitle the concluding chapter of their work on the 
Labour Government and private industry ‘The Politics of Stalemate’. 
This is an apt phrase for the background to the AACP. That body 
may be seen as a kind of lowest common denominator result of the 
stalemate between, on the one hand, the desire of the government to 
do and be seen doing something on productivity, whilst having little idea 
what exactly to do; and, on the other hand, the desire of employers to 
be seen to be doing something, whilst changing their practices as little 
as possible. Unsurprisingly, the mouse that resulted is more important 
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as a symbol of that stalemate than as a practical contribution to the 
productivity problem. 
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THE HUNDRED LARGEST EMPLOYERS IN 
THE UNITED KINGDOM, IN 
MANUFACTURING AND 
NON-MANUFACTURING INDUSTRIES, 
IN 1907, 1935 AND 1955 


By DAVID J. JEREMY 


These lists are offered as an interim working tool for business historians. They 
draw on the pioneering lists of largest manufacturing employers in 1907 and 
1935 by Christine Shaw and Lewis Johnman, but aim to cover all the Standard 
Industrial Classification categories, except agriculture, public administration and 
the armed forces. The list for 1955 is entirely new, and can reasonably be seen 
as reflecting the full productive potential of firms at the beginning of the long 
boom of the 1950s and 1960s. The lists demonstrate the well-known trend towards 
concentration in the modern economy, and provide some mixed evidence on the 
now familiar shift from manufacturing to services. 


These lists are offered as an interim working tool for business historians. 

Not until 1967 were companies obliged to report their workforce size. 
Consequently before this date no systematic information on labour sizes 
of individual firms is available. Christine Shaw and Lewis Johnman have 
gone some way to plugging this gap by providing us with pioneering lists 
of largest manufacturing employers in 1907 and 1935 respectively.! The 
lists presented here, which draw on theirs, aim to cover all industries 
in the SIC categories, except agriculture, public administration and the 
armed forces. 

The list for 1955 is entirely new. That year has been chosen as a 
benchmark date for two principal reasons, one economic, one technical. 
Like all advanced capitalist countries between 1950 and 1973, Britain 
experienced a long economic boom. In the UK, per capita gross domestic 
product grew at 2.2 per cent per annum (under half the rates of France 
and Germany).? In this boom period the year 1955 saw the completion 
of the first growth cycle. Industrial production, in markets dominated by 
the Korean War, rose by 21 per cent between 1952 and 1955. By the end 
of 1955 the economy’s capacity was fully utilised.? Employment figures 
in 1955 can therefore be seen as reasonably reflecting the full productive 
potential of firms at the beginning of the long boom of the 1950s and 
1960s 


The technical reason for choosing 1955 was to give the lists a degree 
of comparability. The earlier lists, for 1907 and 1935, were selected to 
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coincide with Census of Production years. The 1955 list is adjacent to 
the full Census of Production carried out in 1954. Truncated Censuses 
of Production were carried out annually from 1948.4 À 1955 date is also 
coincident with one of the lists of the 100 largest companies ranked 
by assets and income for the two years 1953—54 and 1954—55, 
compiled by the National Institute for Economic and Social Research.5 
The company employment sizes provided cannot always claim exactitude, 
and footnote sources should be read carefully to ascertain the date and 
authoritativeness of the figures given. Nor should it be assumed that all 
the 100 largest employers in the UK economy have been captured. Since 
compiling these lists for another study, completed in 1989,6 several more 
company employment figures for 1955 have come to light. They have been 
included here. No doubt future research will produce amendments and 
refinement. 

Two major points emerge from these lists. First, these lists demonstrate 
the well-known trend towards concentration in the modern economy. 
In 1907 the 100 largest firms each had over 4,000 employees; in 1935, 
over 6,000; and in 1955, over 10,000. From calculations of the UK 
labour force (excluding public administration and the armed forces), 
it is clear that the 100 largest employers in the UK economy pushed 
their share from 7.9 per cent in 1907 to 11 per cent in 1935 and 
over 21 per cent in 1955.7 Nationalisation in the late 1940s accounts 
for much of the increase in concentration between 1935 and 1955: 
six nationalised industries (the BTC, NCB, GPO, British Electricity 
Authority, the Gas Council and BOAC) represented 10.06 per cent of 
the 1955 workforce. 

The other point to emerge from these lists is some mixed evidence 
on the now familiar shift from manufacturing to services. This should 
not be exaggerated. In 1907 services (utilities, transport, distribution 
and finance) employed 57 per cent of the workforce of the 100 largest 
companies; in 1955 that share had fallen to 45 per cent.8 However, the 
companies in the distribution, finance and miscellaneous services sectors 
in 1955 were more numerous than in 1907. 


Manchester Polytechnic 
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LOCATIONAL CHOICE, PERFORMANCE 
AND THE GROWTH OF BRITISH 
MULTINATIONAL FIRMS: A COMMENT 


By GEOFFREY JONES 


Over the last decade the burgeoning literature on the history of British 
multinationals has largely focused on explaining the growth of this form 
of business enterprise. A sub-theme, however, has been a discussion 
about performance. Between 1945 and the 1970s (if not later) it has 
been observed that British multinationals were often clustered in more 
‘traditional’, less fast growing sectors, while management performance 
has been criticised in some instances.! For the pre-1945 period, case 
study work by myself and others on the financial performance of overseas 
subsidiaries of British multinationals has suggested a range of investment 
outcomes, with some long-term loss making subsidiaries as well as some 
highly successful ones. This point was taken on board by, for example, 

t Ackrill in a recent survey of the literature, who noted that the 
available data suggests a ‘mixed’ performance by British multinationals.? 
The high risk nature of multinational investment, combined with known 
management and structural deficiencies in twentieth century British 
business, would predict such a picture. 

Nicholas enters this tranquil area of academic research with much 
gusto, but little content. Although everybody else thinks the perfor- 
mance of British multinational enterprise before 1939 was probably 
‘mixed’, Nicholas detects a widespread conspiracy to claim it was ‘poor’. 
Understandably not lingering on this point, he moves to his central 
allegation that previous work has claimed that in the inter-war years 
British companies ‘over-invested in safe locations’ (p.125) — essentially 
the Commonwealth — because they were not competitive. In reality, the 
only person ever to entertain such a view was a business strategist, John 
Stopford, writing an article in 1974 before anything was known about the 
history of British multinationals.3 In an article published as far back as 
1982 Nicholas himself dismissed this idea.4 Four years later my edited 
volume on British Multinationals explicitly argued that any view that 
the Commonwealth was a safe haven for uncompetitive companies ‘is 
not helpful for the interwar years’.5 In the 1950s and 1960s British 
multinationals may have missed growth opportunities in the booming 
European and American markets by their preoccupation with the small 
white Commonwealth markets: in the inter-war years, especially in the 
1930s, the political and economic realities made the Commonwealth an 
obvious and sensible location. 

The most striking feature of Nicholas’s article is, therefore, a marginal 
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addition to knowledge which is close to zero. Unfortunately, in the 
process of the savaging of a straw man, the work of myself and others 
is distorted. ‘A consensus view has developed’, Nicholas writes, ‘that the 
performance of Britain’s pre-1939 multinationals [was] poor. In a paper 
based on the experience of Dunlop, Courtaulds and Cadbury, Geoffrey 
Jones concluded that most MNEs were not successful in their overseas 
ventures’ (p.122, my italics). Perhaps the best comment is to quote 
directly from the essay in question. “These three companies indicate 
that the most striking feature of British multinational performance before 
1945 was its diversity . . . There does not exist a sufficient number of 
case studies to enable one to ascertain whether the poor revenue- 
earning performance of many of the Courtaulds, Cadbury and Dunlop 
subsidiaries was characteristic of British multinational performance . . . 
It would be quite misleading . . . to offer firm generalisations from such 
limited anecdotal evidence’. The allegation that I and others have 
erected a case of failure on the basis of a handful of case studies 
‘skimmed from the board minutes’ (p.123) is particularly bizarre given 
that Nicholas’s article ends with a number of random case studies which 
really do appear to be the result of such skimming. However, for the 
sake of veracity, it should be observed that the work Nicholas criticises 
was seeking to make three simple points. First, there are a whole variety 
of measures of ‘success’ and ‘failure’.? Second, bearing in mind this 
complexity, British multinational enterprise had a spectrum of outcomes 
in the inter-war years, including some instances of sustained financial 
losses. Third, my own and other detailed case study evidence suggested 
a topic for future research rather than providing ‘firm generalisations’. 

At the heart of the Nicholas article is a database of ‘448 pre-1939 
manufacturing multinationals’, which inter alia gives information on the 
location of British-owned factories abroad. This data shows a shift to 
the Empire im the inter-war years: exactly the same phenomenon as is 
the much smaller sample of firms discussed in British Multinationals.8 
It is helpful to compile databases from large populations of firms, 
but the scientific basis of the Nicholas database is unclear. While 
Nicholas has uncovered or selected only 19 British direct investments 
in the United States before 1914 (Table 2, p.128), Mira Wilkins has 
counted more than 100 British manufacturing companies with some 255 
manufacturing plants.’ For his detailed econometric model on inter-war 
location decisions, Nicholas reduces his sample to 176 firms about which 
evidence is adduced from ‘a close reading of firm histories and archival 
work’ (p.132). The Nicholas database is large, but the basis for inclusion 
within it appears subjective and, on the American evidence, it may 
represent less than 10 per cent of the total population of cases. Nicholas 
has declined to disclose the contents of the database.10 

Nicholas subjects his sample of 176 firms to an econometric model 
of locational choice. He purports to show thereby that the decisions of 
British companies to invest in the Empire were ‘rational’, essentially 
because language and cultural ties, and various political factors, made 
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the Empire a more attractive location than elsewhere. The most striking 
feature of this methodology is its underlying subjective basis. Each of 
the 176 firms are classified as an ‘Empire’ or ‘non-Empire’ investor, on 
the basis of a simple head count of plants. If a firm had six plants in 
the Empire and five elsewhere, it was an Empire investor, regardless 
of the size of the plants, their significance or their longevity. The model 
proceeds with testing against a number of both locational and firm-specific 
variables. A Government (GOVT) variable, for example, measured the 
incentives which host governments provided to multinationals. But how 
was this data derived? ‘Based on archive materials and business histories, 
it was possible to identify for each firm whether government played an 
important role in encouraging FDI (p.133). For each firm? In each 
market? In each instance? Although the sample size is large, complete 
ad-hoc-ery and lack of detailed information on data make the results 
meaningless whatever the subsequent inference. 

It is comforting that after so much testing, Nicholas reaches an 
identical conclusion to mine: ‘there were ... rational reasons for 
investing in the Commonwealth’. However, this is hardly the point, 
for it is unclear how location decisions relate to performance. A 
location decision can be ‘rational’, and subsequent performance can 
be good or bad. It is performance, not ‘rationality’, that has been the 
central concern. Performance is not merely a matter of profitability. 
Mira Wilkins, in her new study of foreign investment in the United 
States before 1914, has stressed longevity (as well as profitability) as 
an indicator of ‘success’ or ‘failure’. She has drawn attention to the 
importance of appropriate governance structures in explaining why 
some direct investments persisted and others did not.11 Calculating the 
profitability of a direct investment is a difficult process, which becomes 
more difficult when inter-firm and inter-industry comparisons are made. 
What is needed is systematic evidence on financial performance for 
a large population of firms, of the kind provided by Harvey and 
Taylor in their work on foreign direct investment in the extractive 
sector in Spain, which — incidentally — also pointed to a ‘mixed’ 
performance.!2 Evidence on financial performance needs to be put 
in a wider context. Foreign direct investments in the inter-war years 
were merely one dimension of the international strategies of firms. 
They were one aspect of a web of assorted institutional and contractual 
arrangements. It would be unfortunate if this article, by raising the hoary 
old question of Commonwealth location, directs attention from the need 
for serious research on management performance and the relative success 
of alternative international business strategies over time. 

This article also illustrates a more general point about the problems 
of database research. In traditional business history, footnotes listing 
published and archival sources provide the information to verify or 
dispute an author’s argument. In an article such as this one, it is 
impossible to assess the worth of the research which is being reported, 
and on which econometric models are being tested. One is forced to 


BRITISH MULTINATIONAL FIRMS: A COMMENT 115 


take the ‘data’ on trust, like an old-style history which coyly provides 
no references to confidential corporate archives. Business historians and 
others need to develop methods of making databases used in published 
works available for scholarly verification. 


University of Reading 


NOTES 


Professor Nicholas’ original article was published in a Special Issue of this journal edited by 
Charles Harvey. I did not see the article until proofing stage and was unable to comment 
on its contents. 
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DEBATING BUSINESS HISTORY: 
LOCATION, PERFORMANCE AND 
GROWTH OF BRITISH MNEs 


By STEPHEN NICHOLAS 


Dr Jones and I disagree about the nature and methodology of business 
history and business history research. This basic point should not be 
disguised by the three substantive points Jones raises about my paper: 
the performance of British MNEs; the role of Empire in the inter-war 
location decision by MNE managers; and the use of quantitative data 
sets. I respond first to these specific-issues before turning to the more 
important question of the nature of business history. 

Jones seems confused over the difference between a mean and a 
variance. According to Jones, the case study evidence from Courtaulds, 
Dunlop and Cadbury suggested that the performance of British inter-war 
MNEs was ‘diverse’ — a measure of the variance of his data.! But it is 
measures of central tendency, the average, which business historians 
usually use to assess the overall performance of a set of firms. Jones 
provides evidence of average performance when he describes his sample 
as,‘includ[ing] the highly successful American subsidiary of Courtaulds 
but also many subsidiaries which demonstrated low or negative returns 
ver long periods’.? [my emphasis] Summarising the evidence from the 
. three firms, Jones concluded that ‘By the second criterion Us: the 

success or lack of success of the foreign direct investment venture] British 
firms before 1945 may well score badtly'.3 Not surprisingly, I drew the 
obvious and correct conclusion that the mean or average performance 
of his three companies was ‘poor’.* 

In his edited book, British Multinationals, based on eight case studies, 
Jones claimed that the organisation of pre-1945 British MNEs was ‘not 
very successful’; foreign activities were ‘inadequately managed’; British 
firms operating abroad lacked ‘appropriate multinational structures’, 
British firms were without a ‘global vision’; and British MNEs lacked 
‘competitive vigour’.5 These are all measures of mean or average 
performance; they all add up to a ‘poor’ performance. Nor has the 
poor performance of the firms in Jones’ case studies escaped the notice 
of reviewers: Barry Supple found the performance of the eight firms 
‘disappointing’, with the book telling a ‘cumulative story (albeit a slightly 
depressing one)’.® 

The second issue concerns the location of British MNE activity and 
tests of Empire-nonEmpire investments. Based on the experiences of 
only eight firms, British Multinationals is unable to provide convincing 
evidence on the geographical distribution of British FDI. In her review 
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of Jones' book, Mira Wilkins made precisely this point, arguing that 'the 
generalisations on regional distributions of these investments require 
more evidence from a larger sample'?.7 Using a data set of 448 MNEs, 
my paper provided a larger sample and an alternative story to that 
of British Multinationals: British FDI showed no significant move out 
of the American market and the retreat from Europe was from the 
underdeveloped not the developed markets of the continent.8 My new 
evidence on the distribution of pre and post-1914 British investments, 
uncovered the concentration of British FDI in the industrialised countries 
as opposed to the underdeveloped part of the international economy and 
highlighted the shift towards the Empire during the inter-war period. 

At the 1983 Fuji Conference Jones first raised the issue of the inter-war 
trend towards investment in the Empire, which he returned to in his 1984 
article on Cadbury and again in 1986 in British Multinationals.? If Empire 
investment is a ‘hoary old question’, then Jones as much as anyone has 
made it so.10 His conclusion from just eight case studies that ‘the political 
and economic realities made the Commonwealth an obvious and sensible 
location’ [for British MNEs] is no more compelling than his conclusions 
on the regional distribution of British investments based on the same 
limited data source.11 My paper surveyed at length the historiography on 
the poor overseas selling, marketing and producing by British MNEs and 
British entrepreneurs. Using 176 firms from my sample of 448 pre-1939 
British MNEs for the econometric work (because these firms had good 
data and had made inter-war overseas investments) I tested this alleged 
poor performance by analysing the location of the investment decision. 
I find it hard to understand how Jones claims that ‘it is unclear how 
location decisions relate to performance’: it was Jones who identified 
‘dynamism’ as a measure of managerial performance which needed to 
be evaluated in terms of the motivation and reasons for investing. ! In an 
introductory section in British Multinationals, entitled “The Management 
of British Multinational Enterprise’, Jones focused his discussion on “the 

hical destination of their investments’ .4 

I followed Jones’ lead. Employing the new institutional micro- 
economic theory of the firm, the Empire-nonEmpire location decision 
was explicitly modelled and then econometrically tested. Unlike the 
case study approach which provides a list of contributory factors to 
the location decision, the logit model measures the relative importance 
of each variable in the location model. From the size of the logit 
estimates the importance of the various factors was evaluated: psychic 
distance and the role of government were more important than tariffs, 
production costs, backward integration into raw material supplies and 
economy of scope factors for investing in inter-war Empire markets. 
All historical assessment involves an interpretation on whether a factor 
was decisive or marginal in the historical process. Supple complained 
that Jones’ case studies led to an ‘eclectic set of “explanations”’ of 
the performance of multinational enterprises; my econometric testing 
of large data sets offers a method by which business historians can 
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reach judgements on the importance of each variable in explaining the 
investment decision.14 

The third substantive point raised by Jones deals with access to large 
privately collected data sets. In September 1989 Jones sent me a short 
five sentence letter informing me that he was writing a comment on 
my paper and requesting all my data. There was no indication of why 


sources, such as government data on GNP, prices or exports, and data 
bases painstakingly constructed over a number of years from a variety 
of primary sources. My data on British MNEs falls into the second 
category. I offered Jones access to my data through joint work to test 
his alternative theories and hypotheses on British inter-war MNEs.!6 
The offer was neither taken up nor acknowledged. I also explained 
that the data formed the basis of a book I was completing and that 
the data would be published there in about two years. The scholarly 
community recognises that researchers who construct large data sets 
have reasonable ‘first rights’ to their use; to make available all my 
data while I am completing my book would make me little more than 
an unpaid research assistant to Jones. 

It is incorrect that ‘One is forced to take the “data” on trust’, as Jones 
very well knows.17 The data on every British MNEs I could identify was 
collected from publicly available data sources (except for access to the 
privately held archives of a small number of firms), and I happily detail 
those data sources in the appendix. No one is more knowledgeable about 
data sources on British MNEs than Jones and the sources outlined in the 
appendix are well known to all students of British business history. If 
Jones wishes to ‘verify or dispute’ my arguments (and does not wish 
to undertake joint work) then he can collect a data set from the same 
publicly available sources I used.18 

The larger issue dividing Jones and myself concerns the nature 
and methodology of business history. The article Jones criticises was 
commissioned by Business History on the theme of quantitative business 
history. The paper was not simply concerned with statistical technique, 
but set out an alternative methodology for business history research. This 
was not lost on the editor of the special volume, Charles Harvey, who 
found my paper neither specifically ‘historical’ nor ‘social scientific’, but 
concerned with treating theory, quantification and case study evidence 
as ‘complementary’. In contrast, Jones’ research methodology is 
‘historical’, based on the case study approach. While Jones’ case 
study work has made significant contributions to our understanding 


hazardous to generalise from such unrepresentative case studies; so 
too do Cantwell, who raises the issue of the representativeness of 
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Jones’ data, and Supple, who warns of the ‘methodological dead-end 
of ing pri from case studies’, in their reviews of British 
> working ae 

My large, randomly collected data set on 448 manufacturing multi- 
nationals is more likely to be representative of the unknown population 
of British MNEs than case study samples.2 But it is not simply data 
collection and quantification which distinguished my attempt to break 
out of the ‘dead-end’ methodology of the case study approach, but 
the commitment to utilise case study material to illustrate and modify 
the results from the quantitative testing of explicit models of MNE 
growth and performance. It is a pity that Jones’ ‘Comment’ does not 
acknowledge this larger aim of my article. The future for business history 
is not to choose between two divergent paths, the case study approach 
or econometric testing of large data sets. Rather, the challenge for 
the business historian is to be a good economist as well as a good 
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APPENDIX 1 
FIRM ARCHIVES 
Public: Balfour Williamson; Beardmore; Blackie & Son; British Xylonite; Cowan; De 
La Rue; Flower & Sons; Gourock; Harvey ; Huntley & Palmer; 
John Lean; Linen Thread; P.W. MacLellan; ; Mirreless Watson; 


Morton Sundour; Osborn; Peak Frean; RY. Pickering; Pirie; Ransomes; 
Spear & Jackson; Tootal; ‘English Sewing Cotton; Fine Cotton & Doublers 
Ass.; Calico Printers Ass.; Whiffen; George Wostenholm; James Finley; 
Anthony Gibb. 


Private: Albright & Wilson; Babcock; Bentall; Callender Cable; British Insulated 


Cable; BICC; Bryant & May; Clark; Cooper, McDougal & Robertson; ICI; 
Morgan Crucible; Wellcome; Weir; Asiatic Petroleum Co.; Smith Mackenzie: 


Binny Company. 


Journals/Government 


Board of Trade Journal; Monopolies and Restrictive Practices Commission; 
Stock Exchange Yearbook; Australian Investment Digest; US Department of 
Commerce Special Agent Series 


Public Record Offices 


Board of Trade; PRO; Foreign Office; PRO; Public Trustee; PRO; Cornwall 
Record Office; National Register of Archives; National Archives of Scotland. 


Libraries 


aa Pr a a ema O. 

55 a NSW. Greater London Record Office; 
Cana ot S NSW? Stock Exchange Librery; Dum 
Museum. 
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RICHARD L. HILLs, Power from Steam: A History of the Stationary Steam 
Engine (Cambridge: Cambridge University Press, 1989. Pp.338. £45). 


Most schoolboys over the past hundred years or so have been fascinated by steam 
engines at one time or another. Richard Hills was probably no exception and it 
is clear from this carefully researched and richly detailed book that he remains 
so. 

This addition to the history of technology is a welcome one. It traces, over 12 
chapters, the growth and development of the stationary steam engine from the 
seventeenth century to the inter-war years. Hills begins by outlining the different 
problems associated with steam power for different purposes. He shows how 
colliery machines had to cope with the problems of speed when descending, 
whereas textile mill-oriented machines required regularity and economy of 
operation, while power was the prerequisite in rolling mills. 

Having established a basic scenario for the remainder of the book, the 
discussion focuses quickly upon early attempts at constructing water forcing 
machines in the seventeenth century by such scientific luminaries as Saloman 
de Caus and Sir Samuel Morland. From this, it is apparent that such 
experimentation was not an English prerogative, but was pursued elsewhere 
in Western Europe, notably in Italy and Germany, by Terricelli and Otto von 
Guericke, whose ideas on the properties of vacuum were brought to England 
by Robert Boyle. 

Moving on swiftly, there follows an extremely thorough discussion of the 
work of Thomas Savery whose engines, though technically limited, were 
the first to approach commercial success. Similar treatment is meted out 
to Thomas Newcomen, described as a genius, working at the limits of 
engmeering technology at the time. Early engines though were limited to 
pumping water and it was appreciated in the scientific community that what 
was required was rotative action engine. The demand for power in the latter half 
of the eighteenth century turned attention towards this concept with experiments 
bemg conducted by Rennie and Blakey, but, as every schoolboy knows, the 
problem was overcome by James Watt’s innovation of the separate condenser 
and so was born the first successful rotative steam engine. This part of the book 
is extremely fluid, with the text being full of intricately argued detail, and the 
contextual and economic background within which Watt worked is analysed 
thoroughly as is the diffusion of his engines, his methods of subcontracting to 
say nothing of a very poor after-sales service. 

By the 1830s Watt’s machine was already being challenged and new innovation 
occurring. Hills is right to draw attention to Trevithick’s Cornish Steam boiler, 
Arthur Woolfs compound engine and to Fairbairn, whose Lancashire boiler 
lasted in textile mills right down to the total abandonment of steam in the cotton 
industry. A continuous problem though was that of achieving high enough power 
to meet increasing demand. This is discussed at considerable length, particularly 
in relation to how this difficulty hampered the development of steam ships and 
was overcome by John Elder’s work on compound engines 

The adie of the nineteenth contury aaw a much eteater eppredanon Ge the 
problem of heat in relation to steam power, and after outlining this debate, the 


122 BUSINESS HISTORY 


analysis moves on the later developments that took place in steam technology, 
focusing on the impact of electricity and the introduction of the Uniflow, triple 
expansion and steam turbine engines. 

Though excellent in technical detail, this is not a business history. Very little 
business information is imparted on costs, profits or markets. It is a work that 
will appeal though to different types of scholars, including business historians, 
seeking a solid introduction to the world of steam technology that is written in a 
language that non-specialists can understand. The style of presentation is heavily 
detailed, but when backed up by lucid style of writing and meaningful diagrams, 
what, at first, appears as a forbidding subject comes to life. 


Coventry Polytechnic ToM DONNELLY 


PAUL LANGFORD, A Polite and Commercial People: England, 1727—1783 
(Oxford: Clarendon Press, 1989. Pp.xx+803; illus.; maps. £25). 


This book is the first volume of the New Oxford History of England. Its 
chronological boundaries, covering as it does the period from the accession 
of George II to the end of the American War of Independence, might appear 
to imply that in the characterisation of historical periods the dominance of 
high politics is still unchallenged and the book’s novelty is rather half-hearted. 
Nothing could be further from the truth. This is no mere textbook, least of all 
a political history textbook. Though high and not so high politics is dealt with, 
the breadth and depth of concerns in this volume, allied to an unusually wide 
range of references to contemporary writings, makes for a stimulating evocation 
of mid-eighteenth century England. It constantly informs and suggests, more 
especially by bringing together parts of English history that are all too often 


apart. 

Langford’s title is itself a challenge. A Polite and Commercial People strikes 
quite a different tone and presents quite a different message to those recent 
representations of cighteenth-century England as an ancien régime. J.C.D.Clark 
has been an especially vociferous advocate of such a view (Langford remarks 
in his valuable bibliography that Clark’s book, English Society, 1688—1832, 
‘has been derided by scholars but is not without insight’). Of course, given the 
constraints of the series, Langford cannot debate or grind axes too obsessively, 
but there is much more of the eighteenth century here than in some of these 
recently fashionable views. In that way he has managed to reintegrate religion, 
to avoid crude economic determinism and to show the broader (especially social) 
importance of politics. That is not to say that we are back in the world of J.H. 
Ptumb, the ‘old guard’, the ‘class of “68”’ or the approach of any other cohort 
of historians we might wish to invent. Langford’s eighteenth century is not a 
world of bourgeois individualism, though he certainly finds a middle class. It is 
a world of paradoxes and confusions. Of poverty and progress; progressivism and 
conservatism; faith and doubt; dogma and toleration; public and private; success 
and failure; virtue and vice; and more. 

There is not a simple story to be told, a fact enhanced by Langford’s choice of 
technique. He is a master of illustrative detail. Throughout the book, examples 
on a human scale are used to support and modify the more general points. It is a 
style and approach that is the product of a formidable knowledge of the period. 
It means, morever, that there is an accumulated impact that is greater than the 
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sum of the individual parts. It also means that there is a narrative element 
so often absent from economic and social history. Some, doubtless, will find 
emphasis on the particular heavy going and obscuring. Others will complain 
at the choice of examples. One might grumble, for example, about the bias 
towards things urban and the neglect of rural society and government. But 
read carefully this book provides the best single-volume guide to the contours 
of cighteenth-century England. 

There is, not surprisingly, little room for business history in Langford’s 
volume. What is provided in abundance is evidence of the opportunities 
and chaos of the market that existed in this critical period for England’s 
industrialisation. Too often eighteenth-century England has been studied 
only within a teleological framework, only in terms of the gathering storm 
of industrialisation, great power rivalry and political developments. But it is 
not enough, as some have done, to replace one generalisation with another. 
For to search for a single label to characterise eighteenth-century England is 
to search for error. Langford has shown another and in most respects more 
plausible way out of the traps of whiggish history. 


University College, London JULIAN HOPPIT 


PAT HUDSON (ed.), Regions and Industries: A Perspective on the Industrial 
Revolution in Britain (Cambridge: Cambridge University Press, 1989. Pp.xiii 
+ 277; maps £30). ‘ 


Pat Hudson’s enterprise is exemplary. She has taken three papers from a 
Conference of Teachers of Regional and Local History (CORAL), persuaded 
two participants to join her venture, commissioned three more essays, and 
provided a trio of contributions herself. 

Her brief introduction and first chapter on the Regional Perspective work out 
the guidelines for the volume. The starting point is that of the ‘New Economic 
History’ with its stress on aggregates has pushed the regional approach, once 
so prominent in studies of Britain’s industrial transformation, into the wings. 
She argues persuasively, from an excellent survey of the recent literature 
(drawing a good deal on Langton’s work), that regional identities clearly 
intensified with industrialisation, and she sets out a formidable agenda, adroitly 
escaping the difficult task of defining a region, on the theme of regionality 
and the concentration of manufacturing industry. Given her interests, the 
environment of pre-factory industry looms large, but her contributors were 
also bidden to consider the evolution of industrial activity, demographic and 
labour ‘dynamics’, and the pace at which the early manufacturing regions 
developed. Spelt out at length in the first chapter, it is a blueprint for her 
team, who like many of the species before them, by and large manage to 

ore. 

In Part I the textile heartlands of the industrial revolution are encompassed 
in two very different essays. John Walton put the linen, woollen and cotton 
industries of Lancashire through the proto-industrial grinder. In a lively essay, 
based entirely on secondary literature, he demonstrates how they fitted, failed 
to fit, or in the case of cotton broke the proto-industrial mould. Those 
historians who have tardily accepted the term and its scheme of analysis 
of pre-1800 industry will blanch at its ‘sub’ and ‘post’ variants introduced, 
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tongue in cheek, here. The editors own essay is more familiar. Bravely 
first presented to a Japanese audience, it links her well-known material on 
capital and credit networks (generously reproducing seven tables from her 
Genesis of Industrial Capital) with a micro-study of two parishes (Sowerby 
and Calverley) which represent typical worsted and woollen communities. 
She overstretches her material on finance to fit her contrasting typographies 
on landholding and demography in the two villages. She draws conclusions 
between ownership and tenancy which proceed too much from late twentieth- 
century views of differences between the two; she consistently underplays 
the impact of neighbouring towns and markets in the villagers’ financial 
arrangements. 

The second part of the book examines the development of industry in 
four contrasting areas, the West Midlands, Cumbria, Sussex and the West 
of England cloth making region. Marie Rowlands breaks free from the 
editor’s suggested framework of reference to provide a succinct, rather 
descriptive account of the development of the hardware industries in the 
West Midlands between 1530 and 1830. Similarly, John Marshall’s discussion 
of industrial development in Cumbria in three clearly defined stages between 
1300 and 1914 is wide-ranging, but, oddly for an acknowledged authority on 
regions in history, he does not angle his material to throw further light 
on the topic here. Brian Short’s and Adrian Randall’s contributions more 
neatly fit the editors template. Short shows why the Weald’s iron, cloth 
and glass industries never fully developed. He plumps for explanations 
for the region’s deindustrialisation after 1750 which encompass national 
financial and ‘outside’ control rather than the traditional ones of technical 
backwardness and regional collapse. The hoary old contrasts between the 
West of England and the West Yorkshire are refreshingly re-examined by 
Adrian Randall in a chapter which explains the decline of the former in 
terms of worker resistance to innovation especially in relation to worker 
organisation, the character of the manufacturing communities and the ideology 
of resistance. 

The book concludes with three good essays on the Outer Regions. Neil 
Evans, perhaps best of all the contributors, genuinely engages the discussion 
about regions by demonstrating the differences between Wales and the North 
of England, both on the surface underdeveloped and exploited, in terms of 
the pattern of their industrial growth, capital supplies and external linkages. 
Ian White subjects the textile industries and population patterns of Scotland 
pre-1800 to the ‘theoretical yardstick of the proto-industrial literature’. Although 
it is a novel procedure, he modestly conctudes that the model ‘is not completely 
effective in explaining the distribution and character of rural textile industry 
in seventeenth and eighteenth century Scotland’. Leslie Clarkson explores the 
connection between population and the development of the linen industry in 
Northern Ireland in the pre-factory period in a lucid final essay. 

It is always easy for reviews to snipe at collections of essays, and strictly there 
is not much fare here for the business historian. But the aim of this volume 
is interesting and timely and many of the essays explore important themes in 
our early industrialisation. It is a volume, however, which will not take the 
wind out of the sails of the New Economic History (unexciting as that boat 
might be in handling) which possesses on this showing superior navigational 
equipment. 

University of East Anglia R.G. WILSON 
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BRIDGET HILL, Women, Work and Sexual Politics in Eighteenth Century 
England (Oxford: Basil Blackwell, 1989. pp. viii + 267. £29.50). 


Bridget Hill’s Women, Work and Sexual Politics in Eighteenth Century England 
is one of the most stimulating, enviably well researched and useful books I read 
in 1989. I would recommend that all economic historians of whatever persuasion 
spare a few hours to read this book. 

As Hill points out, her aim is twofold: to bring women’s history and social 
history together, a fusion which has been noticeably lacking in the literature 
to date. She does more than this however. Her definition of social history 
is wide. Hill incorporates recent revisions in economic history in its widest 
sense to pursue the implications of our current understanding of economic 
and social change in the eighteenth century for the lives of women and to 
demonstrate the contribution women made to the economy at this time. 
This fusion of analyses of economic change, the contribution of women to 
the economy and the implications of economic change for women makes this 
book important. The literature has tended to pursue either gender neutral 
or ‘women’s’ lines; Hill’s work is one of the few that views them as being 
intrinsically linked — and as such is fundamental if we are to understand the 
dynamics of cighteenth-century England. Any business historian interested in 
the functioning of the labour market in this period will therefore find the book 
informative. 

Hill’s secondary aim is to update and to fill in the gaps left by Pinchbeck. As 
such, her research contains separate chapters on female ticeship (Ch.6.), 
female service in husbandry (Ch.5), domestic service (Ch.8.), ‘the ignored, 
unrecorded and invisable occupations’ (Ch.9.) as well as fascinating analyses 
of the economics of courtship and marriage (Ch.10) and what housework really 
involved in the eighteenth century (Ch.7). One of the many virtues of this book 
is Hill’s appreciation of the many facets of women’s lives. She quite rightly 
believes that a single-minded focus on women’s participation in one single 
industry offers limited insights into the complexity of the eighteenth-century 
economy and women’s lives. Hiil's careful combination of a thorough survey 
are the secondary literature and the heavy mining of a wide range of primary 
materials (diaries, letters, manuals, household accounts) vividly illustrates the 
variety of roles women as wives, spinsters and widows undertook. If there is a 
deficiency, it is one which Hill herself identifies: the absence of any analysis of 
changes in fertility. 

Nor does Hill avoid the difficult questions. She attacks head on the capitalist/ 
patriarchy debate. She questions to what extent there was an equal partnership 
between wives and husbands before industrialisation. Her conclusion is that 
there was a partnership, that it was unequal, but that it was to become 
more so. She asks when and why the sexual division of labour took place. 
Her analysis underlines the strength of the collision between patriarchy and 

. A clear picture is painted of how economic change led to a clearer 
demarcation of working roles of men and women and how horizontal and 
vertical segregation took place. Hill is fair; she underlines the fact that very 
rarely was there evidence of open opposition to women working at certain tasks 
because they were competing with men (p. 259-60). The conclusion though 
is clearly stated: early industrialisation meant that women lost out in terms of 
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employment opportunities and that this in turn meant a “greater servitude and 
conditions where women had no defence against patriarchy' (p. 263). 


University of Leeds SUE M. BOWDEN 


KATHLEEN BURK, Morgan Grenfell; 1838-1998: The Biography of a 
Merchant Bank (Oxford: ere Cera Prem, 1989, Pp.xv +348, iltus., 
£20). 


DOMINIC HOBSON, The Pride of Luctfer. The Unauthorised Biography of a 
Merchant Bank (London: Hamish Hamilton 1990. Pp.xi +483, illus., £16.99). 


A majority of the leading City merchant banks were of German origin, the 
main exception being Morgan Grenfell, the subject of the two books reviewed, 
and Brown Shipley. In a scholarly work Dr Burk examines the nature of the 
Anglo-American relationship in the City over 150 years. The opening two 
chapters take the story briskly from the firm’s mercantile origins with George 
Peabody, a self-made New England entrepreneur who settled in London and 
gradually shifted the focus of his interest from export of goods to capital. Apart 
from his ability, hard work and warm personality, the success of the enterprise 
in the early years evidently depended on a close relationship with Barings, 
which (though Kathy Burk does not mention it) was no doubt made easier by 
the fact that Barings’ most active partner in the period (Joshua Bates) was an 
American of similar stamp. In the next generation, when Julius Morgan took 
over, continued success was maintained by taking the lead in the French Loan 
of 1871, by the formation of Drexel, Morgan & Co. in Philadelphia, New York 
and Paris, and by the Baring Crisis (1890) which nearly destroyed the Morgans’ 
major rival in Anglo-American finance. 

The next three chapters, which cover the period fram the Edwardian era to 
1931, are really the heart of the book. The documentation is evidently more 
detailed, the sponsors are less sensitive to critical assessment of their firm’s 
personalities and performance, and the author is able to give full expression to 
her major interest in the political dimension of City enterprise. While the Anglo- 
German merchant banks languished during World War I, Morgans received an 
enormous impetus when it effectively became the UK government’s American 
banker in a period when the finance of the war depended on American credits. 
Morgans’ reputation gave it the dominant position in the reconstruction and 
reparations settlements of the 1920s. Closeness to Montagu Norman helped 
the firm to a premier position in corporate finance when the inter-war period 
of industrial rationalisation was inaugurated. 

The particular distinction of this history is that it brings the story very nearly 
up-to-date. The merchant banks continue to be so secretive that this is the first 
substantial business history to reach the period after 1945. Publication of the 
volume was evidently touch and go, for at the time of the Guinness takeover 
scandal the project was threatened with suspension. Nevertheless, the post- 
war chapters are not of the same calibre as the earlier ones; the text is more 
fragmented and short on City context, while the personalities seldom break 
through the chronology. The confidentiality of relations between Morgans and 
its industrial clients evidently persuaded Dr Burk to confine her attention to 

iron and steel where she could fall back on her earlier book The First Privatisation 
(1988). At various points she mentions that the oral testimony of senior staff — 
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the Bank’s self-image — was at variance with the evidence of the documentary 
record. 
_ It is for such reasons, if no others, that we have to review a work that Morgan 


coincided with the difficult years that culminated in the recent acquisition of 
the Bank by the Deutsche Bank, and he assiduously collected every kind of 
press report as well as steeping himself in the considerable published literature 


eye for a nice quip. Peabody, it was said, was ‘one of the dullest men in the 
world’ while J.S. Morgan had ‘an undoubtedly speculative turn’ (pp. 7, 21). His 
opulent son, J.P. Morgan, a founder of the New York Society for the suppression 
of Vice, ‘not only collects old masters, he collects old mistresses’ (p 38). For 


remaining 
dozen chapters to the present generation and the last six to the ‘Big Bang’ 
and its outcome. The text is essentially a commentary on the newscuttings and 


full of fascinating details to the thousands employed in menial capacities in the 
Square Mile who seldom know what is really going on, but of more ephemeral 
interest to those of us concerned with perspectives. 

My reference to journalism is probably unfair to most financial journalists 
who struggle to find objective interest in the crumbs thrown to them by the 
City’s PR men. Hobson is clear from the beginning that he heartily dislikes 
Morgan Grenfell and most of its executives, who he accuses variously of 
passivity (in the 1950s and early 1960s), then of hauteur, sharp business 
practice and incompetence. The general path of the Bank in the last two 
decades is easily traced in such chapter titles as ‘Public School Bully Boys’, 
‘Tough Smoothies’, “Ten Grand Short’, ‘An Exceedingly Seedy Transaction’, 
‘The Inspectors Call’, ‘Whitewash’, “The Good, the Bad and the Ugly’, and 
finally ‘Nemesis’. The Guinness affair will be worthy of a full study when all the 
evidence has been reviewed and the courts have made their final judgements; 
meanwhile this muck-raking commentary is too partisan to be of much value to 
University of Nottingharn S.D. CHAPMAN 


CHARLES HARVEY and JON PRESS, Sir George White of Bristol, 1854- 
1916 (Bristol, Bristol Branch of the Historical Association, 1989. Pp.31; illus.; 


map. £1.25). 


George White was a Bristolian whose chief interest was transport. Though little 
known outside his locality he was a pioneer in exploiting technology — electric 
tramways, railways, docks, shipping and finally aeroplanes. Starting work in a 
solicitor’s office he learned early the perils of bankruptcy. Then, in the 1870s, 
his employers became involved in tramway company promotion; he became 
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company secretary of the Bristol Tramways Co. (registered in 1874) and 
the year after formed his own stockbroking firm. This was the start of building 
a personal fortune; with early credit from the Western Wagon Co. whose 
vice-chairman recognised his ability. By the early 1880s the tramway business 
had expanded considerably and profitably. Except, that is, to the well-to-do 
suburb of Clifton, which rejected the possibility of visits from ‘low inhabitants 
of Bristol’. White became a trusted advisor to local transport companies and an 
accomplished liquidator and company doctor. By 1890 he had actually taken over 
the Bristol Tramways & Carriage Co., acting more as managing director, which 
he formally became in 1894, then secretary. In the mid-1890s White became 
an enthusiastic promoter of electric tramways to replace the expensive horses. 
This marked the opening of a tramway investment boom in Britain. His energy 
was such that he was also able to gain control of the Imperial Tramways Co. 
(Dublin, Middlesbrough, Reading) and turn that ailing company round as well 
as forming London United Tramways. Double-decker buses next attracted his 
attention in 1905 when twelve were bought for trials. Motor taxis followed in 
1908. The Bristol Tramways Co. soon moved into vehicle production. By 1914 
the company’s various branches had a full time workforce of 2,000 and a capital 
of over £2 million and was one of the few left in the country which had not been 
municipalised. In this story of success perhaps one group did not benefit; the 
company’s workers. White was strongly opposed to unions and pay and hours 
of work were lower than elsewhere. Instead loyal workers got silver medals 
and cash bonuses. Finally, in 1910 White and his family established the British 
Colonial Aeroplane Co. which was to produce the Bristol Boxkite. This modest 
business biography is a model for other local histories, an attractive production 
and at its price a real bargain. 


University of Exeter J.H. PORTER 


Tom DONNELLY and MARTIN DURHAM, Labour Relations in the 
Coventry Motor Industry, 1896—1939: A Guide to the Records of the AUEW 
(Coventry: Centre for Business History, Coventry Polytechnic, 1989. Pp.v, 154 
£9.00). 


Coventry Polytechnic’s Business History Centre was established in 1985 with the 
specific intention of stimulating research into the city’s industrial and commercial 
past. The present study represents one aspect of the Centre’s interests, 
namely the identification and interpretation of business history records, and 
it complements the ious surveys by Joan Lane (engineering) and Jane 
Low (cycles and cars). Donnelly and Durham’s monograph draws extensively 
on the minutes of the Coventry District Committee of the 

Union of Engineering Workers (AUEW), formerly the Amalgamated Society 
of Engineers. These are supplemented by a number of secondary sources, and 
by the minutes of the National Union of Vehicle Builders (NUVB), until 1919, 
the United Kingdom Society of Coach-builders. 

The study is divided into three parts. The first section reviews the emergence 
of the Coventry automobile industry, and the growth of trade unionism. Part 
two is sub-divided into six to emphasise aspects of employee relations, namely: 
numbers employed; hours worked; shift-work; s tet 
and bonus systems; and, finally, strikes and disputes. Each sub-division is briefly 
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introduced, and is followed by a Hst of the relevant references in the AUEW and 
NUVB minutes. The last section comprises brief reports (supplied at the request 
of the AUEW’s District Committee) on wages, overtime, and general i 
conditions in the inter-war years. The survey ends with a useful bibliography of 
major secondary sources relating, not only to Coventry, but to the national and 
international context of the British motor industry. 

The guide is a progression of Donnelly and Thoms’ earlier work on Coventry 
car manufacturing, and will certainly be of value to those researching into the 
growth of organised labour in Coventry. The authors have been painstakingly 
meticulous in their listing of AUEW records, culled from some 30 volumes. 
However, to be of more interest to the general reader (and, in particular, to those 
researching different aspects of the British car industry), the study could have 
placed vehicle production in Coventry into a wider national and international 
context. The rise and decline of British motor manufacturing cannot be fully 
understood from the vantage point of Coventry alone. 

Additionally, apart from omitting to mention the major rivals of the 
Coventry-based firms, especially Austin, Morris, and Ford, there is really no 
sustained comparison of even the major Coventry manufacturers themselves. 
This omission the authors attempt to excuse by stating that lack of data on the 
inter-war period makes it exceedingly difficult to draw conclusions about the 
industry as a whole. Moreover, the guide purposes to study labour relations, 
but it tells us far more about the employed than the employers. Apart from 
the vague suggestion that management styles, though hierarchical in structure, 
differed between firms, the authors suggest that making generalisations is ‘both 
difficult and dangerous’. Surprisingly too, there is no mention of the labour 
process, or the way in which government policy influenced the shape of collective 
bargaining in the industry. 

Furthermore, although Donnelly and Durham point out that their sources 
yield a considerable amount of valuable information, they are nevertheless 
forced to admit that trade union minutes need to be treated with great 
care. Often only decisions, and not the wider debate, are reported; some 
important events barely rate a mention; information recorded, although 
perfectly intelligent to the participants at the time, leaves later readers baffled. 
Apart from this, there are several practical problems. Until 1919, the AUEW 
minutes were handwritten, and there are considerable difficulties in deciphering 
the script. Finally, as the authors freely admit, the AUEW was a male bastion 
and the minutes are a disappointment for anyone concerned with the history of 
women in the mdustry. For the activities of female workers, the reader is referred 
to other sources, notably oral history. 


University of Liverpool SHEILA BLACKBURN 


KEITH GRIEVES, Sir Eric Geddes: Business and Government in War and Peace 
(Manchester, Manchester University Press, 1989. Ppxii + 188. £35.00). 


Sir Eric Geddes’ place in history is as a businessman-politician of a rather 
‘hawkish’ cast — the wielder of the ‘Geddes Axe’ in 1922, the originator of 
the promise to ‘squeeze Germany until the pips squeaked’ in 1918, and 

chairman of the government’s strike-breaking Supply and Transport Committee 
during the post-1918 industrial unrest. This biography demonstrates, however, 
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that Geddes was one of the foremost innovative managers in British business in 
the early twentieth century. 

Geddes first came to prominence in Edwardian Britain by reorganising 
managerial methods and labour practices in the North Eastern Railway, bringing 
substantial productivity and profit gains. He relied heavily upon standardised 
quantitative data, clear division of functional responsibility in top management 
and short, well-established channels of communication. His talents, and those 
of the small administrative team which he gathered around him, set Geddes 
apart and marked him for rapid promotion. He rose to become Deputy General 
Manager of the NER and was seconded to the Railway Executive Committec. 
Lloyd George noted his ability and moved Geddes successively to three of the 
most difficult jobs in the administration of the British economy during the First 
World War. Geddes was brought to the Ministry of Munitions to help increase 
munitions supply and then moved to sort out the problems of Woolwich Arsenal. 
His next task was to resolve the chaos in military transport in France, where 
the war effort was threatened by railway congestion. In each case, the Geddes 
medicine was extremely successful. 

He had a less happy time at the Admiralty, which Lloyd George suspected 
of extravagant use of labour. Geddes believed that the fault lay less in poor 
administration than in the inadequate management structures of the Admiralty’s 
top brass. In a most audacious move, Lloyd George made Geddes First Lord 
of the Admiralty, the first step in Geddes’ brief but eventful political career. 
There was just time before the end of the war for the reform of the Admiralty, 
but the end of the war brought forth from Geddes, with Lloyd George’s 
support, a plan to impose on the peacetime British transport system the same 
principles which had worked so well on military transport in France. Geddes 
was a leading proponent of economic and social reorganisation through the 
enlightened use of state power, and it was only the collapse of support on 
the government benches for reconstruction which drove him to retrenchment 
and out of politics. Geddes concluded that, if a new relationship between 
government and industry were impossible, the status quo ante bellum should 
be rebuilt as quickly as possible. The ‘economic’ and the ‘political’ should be 

ted 


separated. 

He returned to business in 1922. His major achievement was the recovery 
of Dunlop by the same medicine which had worked at the NER and during 
wartime. Geddes led Dunlop to a process of growth by organic expansion 
of the core tyre business (in part by strategic agreements with other world 

), diversification and horizontal integration. But he could not keep 
out of politics. He campaigned strongly for permanent protection and, with 
government support, became chairman of Imperial Airways, the government's 
‘chosen instrument’ to expand civil air transport. 

This is a fascinating biography of a major member of the British business 
elite. Geddes’ career casts an interesting light on the inability of British civil 
and military administrators to cope with the exceptional circumstances of war 
and illustrates the unique contribution which businessmen could make in terms 
of quick decisions based on a broad view of the problem. Grieves’ task was 
complicated by the absence of a single collection of private papers, but the book 
reflects an assiduous search for material and intelligent judgements. If Geddes 
does not come alive in this study, he is at least firmly relocated in the centre of 
British economic history in the first part of the century. 


University of Exeter ALAN BOOTH 
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JON PRESS, The Footwear Industry in Ireland, 1922-1973 (Dublin: Irish 
Academic Press, 1989. Pp.229. £25). 


From the late 1930s to the 1970s, the footwear industry was a substantial 
employer of labour within the Irish man ing sector. Its history, therefore, 
is greatly to be welcomed. It is a task which Press performs well, using much 
published material, as well as the archives of C. & J. Clark Ltd. 

During the period from the Famine to the Great War, boot and shoe making, 
like many other Irish consumer industries — furniture, glass, clothing, for 
example — suffered greatly from British competition. In all these Britain had 
considerable advantages over Ireland in terms of access to new technology 
and wider markets. However, under the terms of the Act of Union, industrial 
protection for Ireland was impossible. This situation changed (for the Irish 
Free State) after independence. Gradually in the 1920s, markedly after 1932, 


was little possibility of expanding exports as Ireland was a high cost 
producer. Further expansion within Ireland was limited by the existence 
of a stable population, with stagnant and low incomes, which was not 
fashion conscious. Shoes were still seen as'things which protected rather than 
adorned the feet. The result was a recession in the industry between 1936 and 
1938 


Other difficulties occurred during the ‘Emergency’, a quaint Irishiam for the 
Second World War. Prior to 1939, Irish footwear manufacturers had 
on foreign suppliers for intermediary goods, not only leather, but hob-nails and 
toe puffs, for example. The supply of these fell during the war. By 1943 output 
was 20 per cent below the 1939 level. Although during the immediate post-war 
years the industry greatly expanded to meet pent-up demand, the 1950s was a 
period of stagnation. Incomes in Ireland were growing slowly and the population 
falling. True, there was a promising rise in exports, but this was largely a result 
of the activities of one company, John Halliday & Son of Dundalk. The business 
had effectively been controlled since 1938 by the English firm of Clarks. In 1950 
Clarks transferred the production of its ‘Serenity’ brand ‘women’s comfort shoes 
aimed at the 35-plus market’ (p.121) from Street in Somerset to Dundalk, thus 
giving Hallidays a foothold in the British market. 

During the 1960s, in line with the Irish economy generally, the footwear 


cent of the Irish market. The result for many Irish firms was bankruptcy and 
liquidation. 

As well as analysing the overall performance of the industry since 1922, the 
book also examines its changing structure — the composition of its output, the 
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capitalisation and profitability of the firms within it and their relationship 
with distributive outlets, for example. It is also in part a business history, 
chronicling the activities of Clarks’ Irish subsidiary, Hallidays. The book is 
meticulously researched. My main reservations relate to the first chapter. Press 
seems unaware that import/export figures are available for Ireland from 1904 
onwards. Used in conjunction with the 1907 Census of Production these would 
have enabled him to estimate the extent of the Irish market for shoes in the early 
twentieth century. Second, he overlooks an interesting and important article by 
T.J. Kiernan in the Economic Journal of 1927, which attempts to evaluate the 
initial impact of the 1924 tariff. These reservations apart, the book will become 
essential reading for the serious student of twentieth-century Irish economic 
history. 

The Queen’s University of Belfast DAVID JOHNSON 


KENNETH WARREN, Armstrongs of Elswick: Growth in Engineering and 
Armaments to the Merger with Vickers (Basingstoke: Macmillan, 1989, Pp.xiv 
+ 288; illus.; maps. £35). 

This is business history at its best. Warren combines scholarship of a high order 
with a capacity to bring to life the struggles and personalities of the past. The 
rather dreary title of the book should not put anyone off; it is well worth 
reading. Armstrongs of Elswick is far from an insular account of the fortunes 
of one great company. Warren has paid considerable attention to the records 
of similar concerns, especially Vickers and Beardmores, and the result is a 
sophisticated analysis of competition and co-operation in the British armaments 
industry between the 1840s and the 1930s. 

The Armstrong empire is particularly interesting because it never had a 
trouble-free golden age. There were always severe problems on the horizon. 
Indeed uncertainty about future orders was unavoidable in an industry which 
to a large extent relied on the goodwill of politicians. Armstrongs rose to 
prominence during the late 1850s through the production of breech loading 
artillery. Following the loss of a crucial War Office order in 1863, Armstrongs 
was forced to diversify into naval vessels and to seek customers overseas. Foreign 


and central management, and the capriciousness of the Italian government’s 
procurement policy. 

Much of the book is devoted to the conflict between Armstrongs and its more 
aggressive rivals, such as Vickers and Beardmores. Although Armstrongs was 
the leading British armaments producer before World War One, its managerial 
strategy could be characterised as one of perpetual dithering. Armstrongs turned 
down an opportunity for a share in the development of Barrow as a major 
shipbuilding centre, allowing Vickers to reap all the advantages; it could not 
decide what to do when battleships became too big to fit into its yards; and 
it could not make up its mind whether or not to purchase a marine engine 
manufacturer. This confusion was the fruit of a mixture of autocracy and 
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rebellion in the boardroom, and a ramshackle and archaic system of middle 
and lower management. 

But Armstrongs continued to be profitable until 1920. Anglo-German naval 
rivalry and World War One ensured that order books remained full, and 
elaborate plans were made for post-war diversification into cars, locomotives, 
light engineering and papermaking. Needless to say, most of unese schemes 
came unstuck, while a collapse of naval and merchant marine orders 
brought the company disastrously into debt. In October 1927 Armstrongs 
amalgamated with its old rival Vickers and a policy of rationalisation was 
instituted. 


In many respects the story is a familiar one, but Warren tells it with vigour 
and confidence. He brings out the complexity of decision making in a large 
firm in which none of the participants possessed the benefit of hindsight. 
Stakes were high and Warren almost makes one feel sorry for those board 
members who genuinely did not know what to do for the best. Warren is wary 
about making sweeping generalisations from the experience of Armstrongs. The 
entrepreneurial failure hypothesis is no nearer a solution. Britain’s‘arms industry 
was far from typical of the rest of the economy. The effects of international 
tension and war shielded inefficient practices between 1895 and 1920, but 
thereafter there was a particularly vicious fall in demand. Political factors 
were the major element in the industry’s demand function. In Armstrongs 
of Elswick Kenneth Warren presents us with a model piece of business and 
industrial history. His research is thorough, his arguments are persuasive, and 
he writes well. 


University of York JOHN SINGLETON 


ALAN BOOTH, British Economic Policy, 1931—49: Was There a Keynesian 
Revolution? (Hemel Hempstead: Harvester Wheatsheaf, 1989. Pp.x + 202. 
£30). 


Was there a Keynesian Revolution in economic policy in Britain after 1945? 
Not so very long ago the answer would have been an unqualified affirmative. 
On the face of it, by the late 1940s, economic policy-making had undergone 
a radical transformation, as indicated by the new role for the budget as the 
key instrument of economic management facilitated by Keynesian budgetary 
arithmetic. The broadening of government responsibilities in economic policy 
brought with it new patterns of behaviour on the part of economic agents. Wage 
earners, for example, sensing that governments would not permit the return of 
mass unemployment, became more aggressive in collective bargaining, whilst 
employers, in the belief that aggregate demand would be sustained at a high 
level, developed further their commitment to cost-plus pricing. In a major 
sense these changes had been induced by the war, but, in marked contrast 
to experience after 1918, when economic orthodoxy had reasserted its hold 
both practically and intellectually, they had become firmly embedded in the 
nation’s economic life by the end of the 1940s. Such was the interpretation 
of first-generation Keynesians such as Joan Robinson and James Meade, and 
it is a view which has received powerful support from academic contributors 
such as Robert Lekachman and Donald Winch. As an interpretation of British 
economic policy from the 1930s to the 1940s it is now no longer tenable, largely 
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as a result of the work of Alan Booth, together with a number of other revisionist 
economic historians. Drawing critically on the work of Peden, Tomlinson and 
Rollings, Booth has succeeded in challenging the revolutionary import of 
post-war economic policies. In the first instance economic management itself 
was not new, since inter-war governments had engaged in ‘rational intervention 
[via monetary policy] ... to guide the market economy’ towards preferred 
goals (p.174). The same applies to the full employment commitment — the most 
important legacy of the Keynesian ‘revolution’. Even the gold standard policy of 
the 19206 could be regarded as a form of employment policy, and the exchange 
rate was managed in the 1930s so as to promote economic recovery. The 1944 
White Paper on employment policy, moreover, was an equivocal document m 
which the lack of any reference to ‘full employment’ was deliberate. There was 
thus a significant degree of continuity in economic policy over the divide of 
the Second World War. This applies also to the actual policies implemented 
after 1945. Monetary policy was conducted on pre-war lines by the post-war 
Labour government, and im fiscal policy most of the more radical Keynesian 
proposals of the 1930s, such as the contra-cyclical control of public investment 
and the variation of social insurance contributions as an automatic stabiliser, 
were rejected. — G js s O al ig 5 
embedded in the policy-making machine, but in view of the abandonment of 
key elements in the pre-war Keynesian programme there is little evidence after 
1945 of a ‘paradigm shift’. In this latter respect Booth rightly emphasises the 
gradual ‘liberalisation’ of the Keynesian programme to make it acceptable to 
a Treasury increasingly concerned about Britain’s international competitiveness 
and the need to achieve external equilibrium. 

Booth’s argument that a Keynesian revolution did not occur is convincing in 
its analysis, and is supported by an elegant exposition backed by an impressive 
command of primary and secondary sources. His conclusion that the importance 
of the rise of Keynesian demand management was primarily political rather than 
economic is highly plausible in the sense that Keynes greatly overestimated the 
possibility of rational economic management by democratic governments. As 
Robert Skidelsky has pointed out, after 1945 economic life became a matter. 
for continuous political decision, thus ensuring that economic rationality m 
policy-making would be steadily undermined by the auction for votes in a 
competitive political system. 

There have been signs of late of overcrowding in the historical study of recent 
economic policy, and economic historians can be forgiven for attempting to 
differentiate their product. In Booth’s case his undue emphasis on monetary 
policy as a key element m a Keynesian P EDE p Ds) 
strategy. Whilst Keynes was awarc that difficulties in predicting Hquidity 
preference pointed to the need for accommodating monetary policies in 
order to sustain low interest rates in the long term, most economists would 
regard this as an adjunct to his emphasis on fiscal policy. But this is a minor 
reservation which should not be allowed to detract from the high quality of 
Booth’s study. 


University of Lancaster M.W. KIRBY 
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MADELEINE BEARD, English Landed Society in the Twentieth Century 
(London: Routledge, 1989. Pp.210; illus.; £17.95). 


Eton, Harrow, Oxford and Cambridge or the Guards, Cavalry or Rifle Brigade 
were the uniting institutions of the landed classes before the First World War. 
Even before that war, however, Harcourt’s introduction of death duties in 
1894 was a portent of the gradual erosion of landed society in the twentieth 
century, and Beard’s book is a catalogue of that erosion. In the slaughter 
of war the high officer casualty rate meant the loss of many heirs, although 
only three titles (of estates over 3,000 acres) became extinct, and as Mark 
Girouard has shown it marked the end of the concept of a chivalrous war. 
The post-war difficulties for estates and their maintenance meant that by 1927 
25 per cent of rural England had changed hands and landowners moved more 
into stocks and bonds. Only three wealthy businessmen went against this trend 
— Iveagh, Cowdray and Leverhulme. Another symbol of the decline of the 
landed interest was the demolition of many of the great London houses, and 
changes in the structure of the labour market made it hard to attract domestic 
staff. 


Dr Beard, however, ends on an upbeat note with the boom in land prices in 
the early 1970s and the revival of the counties’ seasonal round of pleasures, and 
with the return of the Tories in 1979 when one-third of the new government’s 
members and half the cabinet were farmers; Heseltine, Prior and Walker all 
invested in land. On the social side, the Royal Wedding restored the ceremonial. 
Here the book does tend to drift into rather Tatler-like gossip and a sort of 
Heritage-type nostalgia, but the book overall is a valuable addition to the Mingay 
and Thompson volumes. 


University of Exeter J.H. PORTER 


JAMES MCCALMAN, The Electronics Industry in Britain: Coping with Change 
(London: Routledge, 1988. Pp.xvi & 173. £35). 


Although focused on the electronics industry, and in particular on the Scottish 
sector, this book is concerned with two of the most pressing British industrial 
issucs of the late twentieth century, the ability to cope with change and the need 
to stem a downward spiral. It has become a common complaint over the last 
three decades that, after achieving some successes by the early 1960s, Britain’s 
inability to keep pace in the design and production of electronics goods will 
have serious implications for the performance of both industry in general and 
the economy as a whole. By 1984 the United Kingdom trade deficit in this vital 
sector had exceeded £2 billion, compared to £200 million in 1981, and, despite 
developments like the M4 Corridor and Silicon Glen, multinational subsidiaries 
had achieved a dominant position in most civil electronics markets. McCalman 
charts this worrying story in some detail, but he is more interested in anticipating 
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future developments and looking for means by which the Scottish electronics 
industry can break out of its position of dependence on foreign capital and 
technology. 

In fact, readers should not be misled into believing that this is industrial 
or business history; it is an attempt at developing a predictive model which 
will influence the future strategies of Scottish electronics manufacturers. Until 
recently, McCalman feels that the industry in Scotland has suffered because 
the multinational subsidiaries which dominate have been too dependent upon 
parent company technology and strategy, while indigenous manufacturers 
have been too small, too poor at delivering on time and at the right 
price, and too technologically inferior to American or Japanese š 
One of the most disconcerting criticisms levelled at Scotland is that the 
enterprise culture lacks dynamism, while other obstacles identified include 
serious managerial weaknesses and a comparatively small home market for 
high technology equipment. To many it will be a depressingly familiar 
scenario. 

The key to a decisive change of direction, according to McCalman, lies in the 
development of an indigenous industry capable of competing in international 
markets, a point made by several authorities previously. Central to this optimistic 
strategy is the willingness of multinational companies to expand the research 
and development capability of their subsidiaries, so encouraging a greater 
degree of independence, and linking Scottish companies more closely with 
their more powerful foreign-owned counterparts through the introduction of 
manufacturing techniques like Just-In-Time. McCalman admits that his model 
is based on optimistic projections, but nevertheless he is willing to postulate 
that as multinational subsidiaries become more independent, and consequently 
develop closer links with local suppliers, then positive benefits will accrue to 
the host economy. It is a model which has its merits, but as he admits there 
are grave doubts as to the extent to which corporate executives would allow 
their subsidiary operations to loosen the bonds. Clearly, the introduction of 
new management techniques like high-performance work groups, and the 
implications of Just-In-Time production, might oblige subsidiary managers 
to forge closer inks with local suppliers, but wresting overall determination 
of corporate strategy from the parent will be a long drawn out process. On 
top of which, the lack of dynamism in the Scottish enterprise culture will 
surely restrict the ability of indigenous manufacturers to exploit fully the 
possibilities that might arise. McCalman even quotes an erstwhile Chancellor 
of the Exchequer castigating Scottish businessmen for their sluggishness (p.156), 
while many American managers complain that even when contracts are 
with indigenous suppliers problems with delivery and quality often follow. 
Indeed, judging from the evidence presented it is difficult to support the 
book’s optimism. The one bright spot relates to the possibility — and one can 
put it no stronger than that — that new management techniques will create fresh 
opportunities, but given the propensity of multinational electronics companies 
to operate on a global, rather than a local, level nothing is certain here. The 
permutations are numerous, and it will be revealing to analyse the situation 
again in ten years’ time in order to discover how accurate is this particular 
model. < 

McCalman has written an interesting and thought-provoking book. One must 
emphasise that the text is beavily based on secondary sources, and only chapter 
five exhibits any strong tendency towards primary research, but then McCalman 
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is intent mainly on predicting future trends. This is a notoriously dangerous art 
littered with failures, and in presenting such an optimistic projection one hopes 
for the sake of Scottish electronics that McCalman is not consigned to that 
category. All the same, business historians will be enlightened by his review 
of recent literature on new management techniques, and the book remains an 
useful contribution to our understanding of the way multinationals operate in 
what is one of the most challenging industries. 


University of Manchester J.F. WILSON 


JEAN BAECHLER, JOHN A. HALL and MICHAEL MANN (eds.), Europe 
and the Rise of Capitalism (Oxford: Basil Blackwell, 1989. pp.vi, 249, paper, 
£9.95). 


The problem of why Europe took the lead in economic and social development 
from early modern times was revived by the appearance in 1981 of The 
European Miracle by E.L. Jones, the inspiration for the symposium organised 
in Cambridge in 1985 which provided the papers for this volume. It brought 
together ‘a group of distinguished international scholars from several academic 
disciplines’; unfortunately the editors tell us little about them or their work. 
They appear to be sociologists or historians specialising in the medieval and 
early modern periods, with the international contingent coming from the United 
States and France. If any non-European scholars were in attendance they did 
not present papers. While there were differences among the contributors they 


why they did not have one. 

There seems to be agreement that after centuries of relative backwardness 
(compared, say, with China) Europe surged ahead from about the mid-fifteenth 
century after some preparation in the Middle Ages. Although not deemed 
worthy of mention, it was at about this time that Pope Nicholas V gave religious 
sanction to Portugese expansionism, followed in 1493 by Pope Alexander VI 
who granted to Spain all that part of the world not possessed by Christian 
states. Before long other dynastic (or burgeoning national) states joined in 
without benefit of Papal sanction. Europeans thus arrogated to themselves the 
right to invade and conquer other parts of the world, dispossessing, enslaving or 
slaughtering the original inhabitants, a trait which was to continue for some time. 
This is an aspect of the “European miracle’ which has been largely forgotten by 
the contributors. Strangely, the of Discovery go virtually unmentioned 
as does American (North or South), though its settlement might be considered 
as a great European success story. , Alan Macfarlane cannot understand 
why Marx speaks about ‘a world-embracing commerce and a world-embracing 
market’ in the sixteenth century, or why it should have been supposed to have 
affected north-west Europe most of all. There may have been nothing new 
in long distance trade except the all-important switch from high value value 
commodities (like spices) to staples of European industry and consumption, 
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including those like sugar and tobacco produced on slave plantations. By the 
eighteenth century timber was the leading bulk item of international trade. 

Several of the contributors are concerned about ‘feudalism’: how it should be 
defined, and whether it existed in one or another part of the world. Thus, Chris 
Wickham dismisses ‘the Asiatic mode’. What seems to be missing is an attempt to 
deal with the dynamic of European feudalism as it contended with pressures from 
without and from within. On the one side it had to face the challenge of urban 
society, in particular the rise of a wealthy merchant class. On the other, contact 
with other societies with luxury-loving rulers, notably through the Crusades, had 
a ‘demonstration effect’; feudal landowners raised their standard of conspicuous 
consumption and had, accordingly, to increase the amount of the surplus they 
extracted from their estates (for example, by encroaching on village lands) which 
eventually raised output. Factors of this sort, and not simply improved technology, 
such as the ‘heavy plough’ stressed by Michael Mann, have to be taken into 
account. In any case, as hereditary landowners with a local power only tempered 
by custom or the village community, the feudal lords in some parts of Europe, and 
especially in England, were able to pursue individual enrichment in ways not open 
to comparable classes in other parts of the world (and, if Marx is to be mentioned 
in this connection, the locus is to be found in the chapter entitled “The Genesis of 
Capitalist Ground-Rent’ in volume three of Capital, Chapter XLVI). 

While religion, the family and free markets are discussed at length, some 
rather obvious factors which may have given Europe an advantage are barely 
mentioned. Climate, for example: long, cold winters and tropical heat both 
seemed inimical to economic growth. Geographical position (north-west Europe 
as a backwater before the Discoveries or the Mediterranean region afterwards), 
topography and the quality and amount of cultivable land need to brought mto 
the discussion more explicitly. What is today called ‘the South’ still lags — how 
far is this a result of such factors? Michael Mann does refer to the heavy ploughs 
and teams needed to cultivate the clayey soils of western Europe; but was that 
region unique? Perhaps in considering any region we should look more closely 
at what its staple cereal was and how it was cultivated. Societies dependent upon 
rice had few draught animals but required mtensive, co-operative labour; most 
Japanese consumed httle or no animal protein until quite recently. 

While this volume invites a discursive treatment, the contributions have to 
be judged on their individual merit, made difficult by their high degree 
of specialisation. Christ Wickham on “The Uniqueness of the Hast’, Jean- 
Claude Garcin on ‘The Mamluk Military System’ and Jacques Mutel on “The 
Modernisation of Japan’ seem particularly interesting in their own night. There is 
no indication that the symposium really broke new ground on the main theme, no 
summung up by the editors. Michael Mann claims that ‘the origins of European 
development lay in a gigantic series of coincidences’; John Hall sees market 
relations as flourishing best where the state gave enough support but interfered 
with market forces as little as possible (with a wry reference to Mrs Thatcher's 
Britain); while for Jean Baechler European economic success was bound up with 
property rights, regulated markets, entrepreneurs and ‘a political regime whose 
logic is democratic’. 

Non-European countries failed through lack of such pre-requisites, with the 
exception of Japan. Lurking in the background in these contributions is there 
not the assumption of Europe’s intellectual and cultural superiority? 
Gravesend, Kent Tom KEMP 
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PETER KUCKUK and HARTMUT RODER (eds.), Von der ee 
zum Containerschiff: Werften und Schiffbau in Bremen und der 
(Bremen: Steintor Bremen Verlagagesellschaft mbH, 1988. Pp.323. No Price). 


This collection of essays focusing on the dockyards and shipbuilding industry 
of Bremen and the Lower Weser, primarily in the twentieth century, is to 
be welcomed. It brings together a series of original contributions on six 
separate themes, many of which will be of substantial interest to business 

In dealing with business policy in the inter-war years, the contributions by 
Ortlieb and Kuckuk reflect not only the close interrelationship between shipping 
lines, shipbuilding companies and banking interests, but also the continuity 
of political involvement in this important sector of Bremen's local economy. 
The increasing economic difficulties encountered by the shipbuilding industry 
prompted selective central government intervention, with substantial subsidies 
for the post-war reconstruction of the German trading fleet and the Nazi scrap and 
rebuild programme of the 1930s. But it was at the local level that the economic 
and employment significance of shipbuilding guaranteed a continuity of political 
involvement. The need for shipyard amalgamation, as a response to mounting 
over-capacity, led to increasing intervention by the Bremen Senat, both before 
and after 1933. But if Hitler was generally viewed as an admirer of ships and 
modern ship technology, Pophanken’s discussion of the high-profile project to 
build a new fast liner for the North Atlantic (the Amerika) in the late 1930s 
also reveals the extent to which local initiatives were ultimately constrained by 
Nazi naval priorities. 

The close links between the worlds of politics and business in the shipbuilding 
industry are further highlighted in four essays which deal with the post-1945 
period. Hans Jansen outlines the visit of Bremen’s mayor Kaisen to the 
United States in 1950 in order to argue for the lifting of Allied restrictions 
on shipbuilding, and Kari-Ludwig Sommer traces the early resumption of naval 
construction in the Bremen shipyards in the late 1940s. Although this was initially 
for American and English military authorities, it remained a firmly kept secret 
until the foundation of NATO in 1953. Shipbuilding on the Lower Weser in this 
respect reflects an important degree of continuity. As Heseler’s discussion of the 
severe decline in shipbuilding after 1975 reveals, states support for this sector 
was Often related to specific naval demands. However the overall response to 
the growing crisis in shipbuilding, particularly on the part of the Bremen state 
authorities, has still to provide a long-term solution. Radical restructuring, the 
closure of many shipyards (including the famous A.G. Weser in 1983), and 
product diversification has enabled Bremen to retain its shipbuilding function, 
but whether the mounting financial commitment of the Senat in guaranteeing 
continued employment to a sector that now constitutes less then two per cent 
of local employment will be fully justified in the long run is still a matter of 
speculation. 

The collection also includes essays on the related themes of work and 
technology, ships, worker organisation and interest representation, housing, 
leisure and culture. The eclecticism of the volume is to be applauded, with 
mdividual contributions exploring, inter alia, such issues as Nazi labour policy 
m the Vulkan shipyard, the attempts to neutralise political radicalism among 
the shipyard workers, and Bremen’s justifiable pride in gaining the contract 
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to carry out the major refit of the Cunard liner Queen Elizabeth II in 1986. 
But many facets of the social and labour history of Bremen's shipping and 
shipbuilding mdustries could not be covered in a single volume, and the world 
of work is strangely absent. Indeed given the thematic range of the individual 
contributions, the editors would have been well advised to have considered 
providing an extended introduction, which would have welded the volume into 
a more effective work of scholarship. 


University of Liverpool W.R. LEE 


WILHELM TREUE, Unternehmens- und Unternehmergeschichte aus fünf Jahr- 
zehnten: Zeitschrift far Unternehmensgeschichte (Stuttgart: Franz Steiner Verlag 
Wiesbaden 1989. Pp. Xiii + 690. DM128). 


The Gesellschaft far Unternehmensgeschichte has marked the eightieth birthday 
of Wilhelm Treue, doyen of German business historians, by this collected 
edition of 31 of his articles, the earliest of which was first published in 
1935, and the most recent in 1986. Hence the title. In the early post-war 
years Treue set himself to elevate German business history from the status 
of mere public relations by firms to that of a truly scientific discipline, 
and the first group of articles in the collection reflects this endeavour. 
Treue believed that firms could benefit from objective investigation of the 
conditions of their past successes and failures; and be also believed that 
society would benefit from the enhancement of businessmen’s self-esteem, 
which a knowledge of the history of their species would give them. The 
low social status of business in Germany seems to have exercised him, and 
a most interesting essay (‘Ingenieur und Erfinder’) in the third part of the 
book is concerned with the perennially insecure position of the engineer in 
German society: whereas leading Victorian engineers had their monuments 
in Westminster Abbey, the suggestion of a like honour for an engineer in 
nineteenth-century and Wilhelmine Germany would have provoked ridicule 
(p.499, quoting A. Riedler). A survey undertaken by the Verein deutscher 
Ingenieure in the 1950s seemed to show that little had changed. Treue’s view 
suggests the need for revision of a commonly accepted British explanation for 
our economic failures. 

This preoccupation is part of a wider interest in the cultural matrix generating 
entrepreneurship, which runs through many of the more general survey articles 
in the second part of the collection, and comes to particular expression in the 
third article (‘Zerfall und Einheit . . .”) on the transformation of the European 
ruling élite since the seventeenth century; in the sixth, on the large central 
European business firm ‘between international politics and the international 
economy’ in the years 1860 to 1914: and in the eighth — a well-known essay 
on German business during the interwar slump. Cultural and intellectual 
history slips into the background in his smaller-scale studies of individual 
businessmen which make up most of the third section of the collection. The 
brief biography of F.W. Raiffeisen, founder of the well-known network of rural 
credit co-operatives which traces the influence of his ‘Christian humanism’, in 
explicit contrast to the contemporaneous tendencies of socialist thought, is an 
exception; other biographical articles in this section — on Oskar Henschel and 
his entrepreneurially minded wife/widow and on the Oppenheim brothers — 
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have rather the entrepreneurial family as their theme. The same thread also 
runs through some articles on Jewish business history. The third section also 
includes some articles on technical history. 

Despite the title, the collection is biassed toward the history of businessmen; 
there is Httle history of business, and its modus operandi. Despite his 
custodianship of the Oppenheim archive one learns little from his article 
about the ‘business of banking’; nor does one learn much from his article on 
the Henschels about the organisation of nineteenth-century locomotive building. 
Treue’s style, particularly when he writes about individual businessmen, is that 
of the narrative historian, but whilst the explicit problem-formulation and 
theorising of modern business history may be missed, his Rankean will to 
uncover the history wie es eigentlich gewesen ist has an enduring value. 


University of Manchester T. BALDERSTON 


IAN BLANCHARD, ‘Russia’s Age of Silver’: Precious Metal Production and 
Economic Growth in the Eighteenth Century (London: Routledge, 1989. Pp.431; 
maps. £45.00). 


The title of this book considerably understates rts contents. It takes, in fact, 
a very detailed look at a large part of the whole international non-ferrous 
mining sector during the sixteenth, seventeenth and eighteenth centuries. This 
is coupled with a description of the pattern of economic growth in Russia in the 
eighteenth century and an attempt to quantify that growth. 

The book starts with an overview of the performance of the South American 
silver producers during the period, and consideration of the general European 
response. In these chapters there is as much of value to the historians of 
mercury, lead and copper production as for those interested in changes in 
bullion supply. Blanchard then reviews in a fairly traditional region-by-region 
way the expansion of the Russian mining frontier in the eighteenth century. 
Again silver was obtained largely from argentiferous lead and copper ores and 
the discussion is as relevant for those industries as it is for the output of bullion. 
In this part of the volume Blanchard often talks at length about the significance 
and implications of technological processes without providing explanations of 
what they were. Chapter 1, for example, is based on various assumptions about 
the amalgamation process of silver separation, without an explanation of that 
process being provided. More and better maps would also benefit the less than 
expert reader. 

The discussion of the mining industry is followed by a review of its impact 
on Russia’s money supply. The latter then forms an important element in the 
assessment of overall economic growth. This is the most controversial part of 
this volume. By using contemporary estimates, his revised money supply figures 
and information on the price level, Blanchard suggests that growth during the 
eighteenth century was rapid. Further, he reaches the startling conclusion that, 
in 1807, Russia stood with Britain at the top of the European league table for 
per capita national income, and that the economy went through so severe a 
trough in the succeeding period that even the rapid expansion of the later 
industrialisation drive could not restore per capita national income to its 1807 
level. Many issues are raised in this analysis which deserve closer consideration. 
For example, in reaching his growth rate for the eighteenth century Blanchard, 
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surprisingly, assumes a constant degree of marketisation in the economy. 

The book is without doubt a masterful survey of an enormous range of 
international primary and secondary sources. It makes a major contribution 
in its own right, shows the way for similarly orientated studies in other aspects 
of the mining industries and sets a target for further work on Russian economic 
growth. However, it is not without problems. Its style and approach are rigorous 
and unforgiving and the thrust of the argument is often not clear. An introduction 
setting out the overall structure and argument in the book would greatly facilitate 
progress through it. Throughout the discussion of metal production, there is a 
heavy reliance on statistical series of production and prices which must at best 
be dubious in their reliability but which receive no critical review. A criticism 
of the publisher, rather than the author, is of the work’s physical production. 
In a rich source-based monograph of this kind, it would be extremely useful to 
have the footnotes at the bottom of the page rather than collected together at 
the end. In this age of computer typesetting there are no savings to be made from 
the latter approach. Sadly, too, the high price of the book will put it beyond the 
reach of the large number of historians of the mining and metal industries who 
would want to have a copy. 


University of Exeter ROGER BURT 


DAVID B. AUDRETSCH, The Market and the State: Government Policy 


Towards Business in Europe, Japan and the United States (Hemel Hempstead: 
Harvester Wheatsheaf, 1989. Pp.xiv + 325; £35). 


This book is centrally concerned with the links between international competi- 
tiveness and domestic mdustrial policies in the USA, Japan and the European 
Community. The starting point is contemporary US perceptions of a loss of 
international competitiveness, especially in manufacturing industry, and how 
far this loss is the consequence of industrial polices, broadly conceived, either 
in the US itself or in major competing countries. 

Government intervention in industry is discussed under three major headings 
— competition or anti-trust policy, direct regulation or industrial policy in the 
narrow sense, and trade and commercial policy. The recent evolution of these 
policy topics in each of the three areas is outlined and discussed. The general 
impression is of the multiplicity and complexity of policy on business, even when 
the material is confined to the three topics included here. It cannot be said that 
the book charts an easy path through this complexity. Whilst each section of 
the book is clear and coherent, it is not obvious what it all amounts to, and 
this is not helped by the lack of a conclusion, which could helpfully draw the 
material together. 

From the business history point of view the book is of limited use. The main 
historical material is American, especially on the development of US anti-trust 
and tariff policy. But so broad is the coverage of the book that it cannot be 
seen as a significant source book for historical material even in these areas. The 
coverage of Japanese policy is less intensive than of the US, and that of the EC 
and countries within the Community even sparser. 

This is not to say the book is without interest. There are very useful summaries 
of secondary literature on recent developments in industrial policy, in the ` 
same descending order of detail as noted above. It is also useful to have the 
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connections between different parts of industrial policy highlighted, though in 
fact this process is not taken as far as one might have expected in a book which 
quotes this as a central issue. Indeed the book lacks a central thesis, beyond 
the general one of the increasing international integration of the economies it 
deals with, and the possible implications of this for the domestic industrial policy 
regime. 
Part of the problem may be an occasionally rather nonchalant attitude 
towards economic theory. In places some theories are treated as more or 
less unproblematic — for example the growth of US protectionism is treated 
as a consequence ‘of rent-seeking behaviour, but this analysis is not applied 
to Japan, where industrial policy seems to be the outcome of public agencies 
seeking a national advantage for the Japanese economy. If these two approaches 
are to be reconciled, then some explanations would seem to be required of why 
such different (and contradictory) analyses are appropriate in the two cases. 
In sum this is a book in which it is difficult to distinguish the wood from the 
trees, an especially necessary task when a book sets out to cover both a number 
of substantial issues and a number of countries. At the end of the book this 
reviewer felt ground down by the detail provided, and not much clearer on the 
central issues in this area of debate. 


Brunel University and London School of Economics 
Business History Unit JIM TOMLINSON 


HOWARD B. Rock, The New York City Artisan, 1789-1825: A Documen- 
tary History (Albany: State University of New York Press, 1989. Pp.xxvi + 273; 
illus. $73.50) 


In 1979 Howard B. Rock published a study entitled Artisans of the New Republic 
(New York University Press) which was an attempt to examine in detail the 
life and contribution of the tradesmen of New York city in the Jeffersonian 
era. His thesis was that through action both in the political arena and in 
the market place, craftsmen acted to ensure that they were not regarded as 
second-class citizens in the new republic. As a result, he argues, New York’s 
artisans secured a greater measure of dignity and status in the early nineteenth 
century than they had enjoyed before the Revolution. Now, ten years later, Rock 
has compiled a documentary history to illustrate his previous book. There he 
looked at three aspects of his topic — politics, the traditional market place and 
the new market place. In this volume of documents there are four sections which 
deal in sequence with citizenship, politics, the market place, and masters and 
journeymen at a time when New York was the most dynamic urban centre in the 
new United States. Between 1790 and 1825 the population of the city increased 
five times, rising from 33,131 to 166,086 in these 35 years, increasing in extent 
at the same time. The artisans, who accounted for between 50 and 60 per cent 
of the labour force in the city, increased from about 4,000 in 1790 to 14,000 
in 1820 — in neither of his books does Rock give a later figure. These urban 
artisans, Rock tells us, ‘worked in a large number of specific trades ranging 
from intricate gold — and silversmithing to the refined labor of cabinetwork, 
to the hard chores of blacksmithing and the demanding routines of baking and 
butchering’ (p.xxii). Some of these crafts required complex skills which involved 
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many years of training. Rock is particularly concerned with the age of Jefferson 
since, accepting Joyce Appleby's view that the American Revolution ignited 
a spirit of expectant capitalism, he argues that the Revolution meant for the 
artisans and others unlimited economic horizons. But the aspirations 


In compiling this volume Rock notes that an obvious difficulty is that most 
mechanics left few or no written records. Retaining original spelling and 
tion, he has selected what he deems the most representative, most 
significant and colourful but there is no indication of the range of manuscript 


sources available. Since 132 documents occupy less than 250 pages, the individual 
extracts are obviously brief and there are no sequences to illustrate Hage Cre 
time. While they illuminate a large number of ivi 


organised societies with sometimes elaborate constitutions. The extracts also 
show how different artisans enjoyed different experiences in the late eighteenth 
and early nineteenth centuries, some prospering while others fared less well. But 
for the business historian — and no doubt others as well — this volume is somewhat 
disappointing. It is not easy to follow the development of particular trades and 
individual businesses through these decades, particularly as the documents are 
not always presented in chronological order. Then Mr Rock is not interested in 
figures, so there are no sequences of prices (a word which does not appear in the 
index) or of wages and no attempt is made to quantify the changes which took 


1789 and 1835. Finally, this volume does not really starid on its own; it needs to 
be read in conjuction with Mr Rock’s 1979 volume. 


Exeter WALTER MINCHINTON 


PHILIP SCRANTON, Figured Tapestry: Production, Markets and Power in 
Philadelphia Textiles, 1885—1941 (Cambridge: Cambridge University Press, 
1989. Pp.xiv + 518. £35). 


This interdisciplinary study of textile production in Philadelphia, from the 1880s 
until the United States entered the Second World War, is a sequel to Proprietary 
Capitalism, which traced the rise of small scale textile production in the Quaker 
City from 1800. The present volume, like its predecessor, focuses not on the 
emergence of ‘big business’ - the Chandlerian modern corporate enterprise — but 
instead highlights the diversity of experience and organisation which co-existed 
in the American textile industry of the late nineteenth century. 

It is normal to associate American textile production in the second half of 
the nineteenth century with the increasingly vertically integrated producers of 
New England. The advantages of these bulk producers lay in scale and cost 
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effectiveness. In stark contrast to these vast enterprises were the Philadelphia 
producers of novelties and specialties. Predominantly family firms, their prime 
aim was to maintain flexibility and to differentiate product. 

In this detailed and well researched book, Philip Scranton traces and highlights 
the differences of experience and response of the bulk and the flexible producers. 
Not surprisingly, given differences in levels of capital investment, skill of labour 
force and nature of product, these two types of producer displayed contrasting 
reactions to market contraction in the late nineteenth century. Bulk producers, 
with their capital intensive enterprises, kept their factories running as long as 
possible during a downturn. The flexible firms, on the other hand, moved quickly 
to short-time working. In compensation for this irregularity of employment, 
workers in these firms enjoyed noticeably higher wages than those employed 
in staple production. 

One of the most interesting aspects of this book is the insight which it gives 
in to the problems and tensions of the family firm. Using a number of detailed 
case studies, Scranton emphasises the common difficulties of such enterprises, 
especially in handling the passage of the firm to the next generation. Even in 
the late nineteenth century, proprietors of these Philadelphia firms were often 
reared on the shopfloor, which gave rise to what Scranton calls a ‘fraternal 
paternalism’. This type of employer/employee relationship, which was discussed 
at length in Proprietary Capitalism, is reminiscent of (though more intimate and 
extensive), Patrick Joyce’s analysis of Lancashire, and, as in Lancashire, it was 
the product of the family firm. It is noteworthy, however, that such a relationship 
did not, in late nineteenth-century Philadelphia, prevent the development of 
uneasy and acrimonious labour relations and strikes. 

The book, which adopts a chronological approach, is not confined simply 
to the internal machinations of firms, but also examines their relations to 
each other, both within and between the two broad sectors. Until 1900 it 
was unheard of for bulk and flexible producers to compete. Yet increasingly 
vast merged concerns such as the American Woollen Company combined 
some specialty lines with staple production, thus beginning to undermine the 
Philadelphia producers. It was, however, the First World War and its aftermath 
which sounded the deathknell for proprietary capitalism, though, like so many 
family businesses, many stayed in business during the inter-war period, even 
when economic rationality pointed to closure. 

An intriguing foil to the received view of American business in the late 
nineteenth and twentieth centuries, Figured Tapestry is a valuable addition to 
the literature, and will be welcomed by business historians in general and textile 
historians in particular. It is a difficult, at times excessively detailed read, but 
nonetheless rewarding, not only for its analysis, but for the depth of archival 
research. Given the extent of scholarship and the range of sources used it is, 
therefore, a shame that there is no bibliography, or is this the price of restoring 
notes to the foot of the page? 


University of Lancaster MARY B. ROSE 


JAMES H. MADISON, Eli Lilly: A Life, 1885-1977 (Indianapolis: Indiana 
Historical Society, 1989, Pp.xili +342, illus. $29.95). 


At last Eli Lilly has joined the ranks of other noteworthy industrialists and 
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philanthropists in having the story of his life recorded. His modesty and 
preference for anonymity doubtless impeded any attempt at biography during 
his life. But the Indiana Historical Society, one of his financial beneficiaries, 
did not wait long after his death to persuade one of Indiana's best known 
historians to undertake the mammoth task. It is most fitting that the end 
result, which is neither an official company nor family- sponsored biography, 
is a product which the careful and enlightened subject would have been proud 
to have written himself. 

Born in 1885 into comfortable circumstances, Eli Lilly entered the family 
pharmaceutical business in 1907 when he was given the responsibility for 
improving efficiency. Following his introduction of scientific management in 
manufacturing processes, Eli Lilly and Company was well on the way to 
becoming a systematic and modern big business by the outbreak of World War 
One. Stimulated in part by the demands and profits of that war and by the general 
growth in pharmaceutical products in the 1920s, Lilly, his father and his brother 
continued to expand the family firm which became active in taking initiatives 
in biomedical research, particularly in the development of insulin. Under Eli 
Lilly’s presidency, 1932-1948, the pill factory maintained its productive and 
profitable momentum, its scientific research and its high employee morale while 
Introducing more formal management structures. Eli Lilly ceased being president 
in 1948, but was still very much involved in basic decision-making in the company 
which by 1955 ranked twelfth among all American industrial corporations. He 
remained involved in the firm into the 1970s. 

But Eh Lilly’s life was not all bound up in business. He acquired many 
outside interests, particularly in the 1930s after his second marriage. He became 
passionately engaged in prehistoric archeology and indeed his personal and 
financial patronage led to both scholarly publications and a recognition of 
Indiana’s growing maturity in that area. Lilly was also keenly interested in 
history, historic preservation and Chinese art and through the Lilly Foundation 
he gave support to private colleges, religion, the arts and character education 
primarily in Indiana and Indianapolis. He was always a thoughtful and careful 
person and one who sought to develop a proper outlook both in his philanthropy 
and his private life. He was not particularly interested in politics other than where. 
it impinged on business, but he was a conservative and became more so in the 
1960s when he felt increasingly out of tune with the social activism and liberalism 
of that decade. i 

This well-illustrated biography is a narrative which lets Eli Lilly's “life unfold 
without intrusive analysis from the author’ (p.xi). Using abundant personal 
and business papers, archival sources from other Indiana depositories and 
solid Indiana monographs and academic secondary works as well as his own 
interviews of dozens of people who knew Lilly, James Madison has welded 
together a portrait of an important business leader who helped build up a major 
pharmaceutical company and who was a major philanthropist. In piecing together 
the diverse facets of Lilly’s complex life he has created a fascinating picture of 
the strong-willed but modest and very private Indiana figure. Doubtless business 
historians would have preferred to learn more about Lilly’s entrepreneurship or 
would have wished for information about Eli Lilly and Company’s position within 
the pharmaceutical world. Social and cultural historians’ appetites will be whetted 
rather than satisfied about Lilty’s philanthropic activities while biographers will 
debate the potential for psychoanalysis. James Madison, however, is more 
concerned with the well-rounded treatment of the man in his environment 
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and has produced a monograph, which like many such state-based volumes in 
the Midwest, will stand the test of time because it is well-written, thoroughly 
researched and is of interest to the general public as well as to an academic 
audience. 

University of Birmingham MARGARET WALSH 


JOANNE YATES, Control through Communication: The Rise of System in 
American Management (Baltimore and London: The Johns Hopkins University 
Press, 1989. Pp.rr +339; illus; £19.00). 


Joanne Yates fills an important gap in our knowledge of the way that American 
business operated, between 1850 and 1920, by analysing the adoption of 
communication technology during a period in which a revolution took place 
in the provision of office equipment. She asks how and why did formal 


entrepreneur Geclined, firms adopted systematic management which required 
flows of information to enable both management to make sound decisions and 
for these decisions to be conveyed to lower levels. 

The first section of the book describes the evolution of the modern office. 
During the late nineteenth century the use of the telephone and the telegraph 
became commonplace, as did the typewriter, duplicating methods and new 
filing systems. This period is reminiscent of the revolution in information 
technology which has transformed office work over the last two decades. The 
major corporations generated a demand for clerical workers. The advantages of 
the typewriter were soon apparent, as was the necessity for carbon paper, stencil 


adoption of these new techniques enabled greater specialisation to take place 
among Clerical staff which in turn presented management with the I 

to organise an office using methods previously confined to the factory. As the 
flow of information to management increased, it was recognised that it had to 


conditions they were adopted. Before 1887 the Ilinois Central lagged behind 
best railroad practice. From that date, however, influenced by a change in 


managemen 

under the stimulus of steady growth. Du Pont, on the other hand, after decades 
of conservative management, received an important stimulus in 1902 when a new 
generation of the family took charge heralding a rapid and succeasful attempt to 
monitor and control all operations centrally. 

This book, which is both well researched and clearly written, makes an 
Important contribution to modern American business history. In showing how 
her case studies moved from traditional ad hoc management to systematic 
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management Dr Yates is careful to integrate her analysis with movements in 
the economy as a whole. In addition, she shows that rapid growth does not 
in itself guarantee the adoption of modern management techniques; there are 
great variations from firm to firm. This book is essential reading for all students 
of American business. 


University of Leicester PETER FEARON 


G. KURGAN-VAN HENTENRYK and JULE LAUREYSSENS, Ün Siècle 
d’Investissements Belges au Canada (Brussels: Université Libre de Brurelles, 
Centre d’Etudes Canadiennes, 1986. Pp.150. FB 795). 


This is a small gem of a book. Although ostensibly dealing with an extremely 
specialised topic it should be of interest to all students of multinational behaviour. 
Some of the more significant European multinationals of the twentieth century 
have been the great Belgian conglomerates. Enterprises such as the Société 
Générale de Belgique (SGB), Société Financière de Transports et d'Entreprises 
Industrielles (SOFINA), Société Internationale d’Energie Hydro-Electrique 
SIDRO), or the more specialised multinationals such as Glaverbel S.A. 
ion) and the arms producer FN Herstal S.A. (the Browning 
Arms Co.) established subsidiaries throughout the world. Because competition 
was less severe in Canada and because of the advantages of operating in a 
French-English environment, many Belgian multinationals established a base 
in Canada in order to prepare themselves for entry the much larger American 
market. While the strategy and structure of their Canadian subsidiaries is the 
focus of their analysis, Kurgan-van Hentenryk and Laureyssens provide valuable 
information concerning the parent companies. 

The book is divided into three parts. In the first section, Kurgan-van Hentenryk 
reviews Belgian multinational activity in Canada from the late nineteenth century 
until 1939. Laureyssens traces Belgian direct investments in Canada after the 
Second World War in the second part, while the final chapter is devoted to the 
post-war evolution of one company: the Genstar Corporation. Based on Belgian 
archival material as well as the financial and industrial trade publications of the 
day, much of the information presented is new. The authors doggedly pursue 
the almost invisible corporate trail left by these companies: a task made doubly 
difficult by the Belgian habit of utilising impossibly complex holding company 
structures. 

The early period was dominated by the Belgo—Canadian Pulp and Paper Co. 
financed and controlled by the Banque d’Outremer financial group. Interested 
mainly in various colonial enterprises in the Congo and elsewhere, the group 
diversified by establishing an extensive pulp operation in Quebec in 1900. With 
finance drawn through a security issue in Belgium, it began to manufacture 
paper within a couple of years. This proved to be very profitable as a result 
of the tremendous upswing in demand for newsprint. The other major Belgian 
‘financial group’ of the day — le groupe anversois — also began to invest in Canada 
after the turn of the century in financial intermediaries and land development 
companies. These enterprises weathered the disruptions of the Great War and 
the depression of the inter-war years better than the industrial subsidiaries created 
by the Banque d’Outremer group. By 1923, the largest subsidiaries of the latter — 
la Société Minière du Canada, la Société Générale d'Entreprises au Canada, and 
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Belgo-Canadian Pulp and Paper — had all been sold to Canadian shareholders. 
Except for a SOFINA utility holding en sa Hier Canadian International Light 
& Power, there was virtually no Belgian industrial activity in Canada until 
the 1950s. By this time, Belgian multinational activity had shifted to energy 
development and construction. 

This post-war mvestment m Canada was, in part, a response to the inde- 
pendence of the Congo in 1960 which previously had been a source of high profits 
and rapid expansion for Belgian resource companies. Political stability, rapid 
domestic growth and proximity to the largest single market in the world were 
Canada’s main attractions for this new direct investment. Petrofina was involved 
in oil and gas exploration and production in Western Canada as well as refining 
and retailing petroleum products in central Canada, particularly m the Montreal 
region. It was the first company to be affected by the Canadian government’s 
nationalistic energy policy and was bought out in 1980 at a scandalously large 
profit to its Belgian shareholders. Canadian Hydrocarbons was mvolved in many 
aspects of the resource business including natural gas, oil, propane, and uranium 
in both the United States and Canada and eventually became the largest propane 
gas distributor in Canada and in certain Northwestern states. The Genstar 
Corporation was a spinoff of SGB, a conglomerate in the same league as 
other European giants such as Shell and Unilever. Genstar would eventually 
become one of the largest corporations in Canada. At the time of its creation it 
was one of the few vertically integrated construction multinationals in the world. 
Genstar produced its own construction materials through its cement and other 
subsidiaries. It was also directly connected to the real estate market through 
housing development companies. Throughout, Genstar employed an aggressive 
strategy of rapid external growth through acquisition. Unlike some very recent 
examples, however, this strategy appears to have served the company well even 
In more loosely connected areas such as shipping and financial services. 

I found some unnecessary overlap in the narrative as a consequence of 
cutting back and forth in chronological sequence m the first two chapters 
when an attempt is made to cover all significant (and at times relatively 
insignificant) Belgian ventures. The absence of an index was also annoying. 
Finally, I would have liked to see the evidence, or at least the conclusion, 
presented within the context of the very rich and rapidly growing literature on 
European multinationals generally. Aside from these minor quibbles, however, 
this book remains a useful source for scholars working in comparative business 
history. 

Johns Hopkins University GREG MARCHILDON 


R.T. APPLEYARD and C.B. SCHEDVIN (eds.), Australian Financiers: 
Biographical Essays (Melbourne: Macmillan, 1989. Pp.x + 462; illus.; A$24.95). 


Australian Financiers was commissioned by the Reserve Bank of Australia to 
help commemorate the Australian Bicentenary in 1988. As the subtitle indicates, 
the book does not attempt to provide a continuous narrative but focuses instead 
on the lives of a sample of people who contributed significantiy to the nation’s 
financial devel 

The authors have been drawn from a wide range of experts including 
economists, political’ scientists, and financial journalists, as well as business 


theory. 

The 19 essays range over the entire 200-year period, from the colonial 
commissaries of the late eighteenth century to Sir Keith Campbell, the chairman 
of the government committee that inspired financial deregulation in the 1780s. 
Although a few of the essays cover groups such as the commissarics, the 
Collins House financiers, or the promoters of the West Australian goldfields, 
the majority of the contributions concentrate on a single person. The editors’ 
choice of subjects is imaginative and includes an important politician (E.G. 


a pioneer in consumer credit (lan Jacoby) together with a variety of bankers 
and stockbrokers. Despite the book’s title, several of the central characters, 
including Lord Glendyne, Horatio Bottomley, and Francis Govett, never visited 
Australia. 

The essays are well-researched and well-written. All explain the activities 
of their subjects within the context of their times. The level of biographical 
coverage varies somewhat, however, depending on the interests of the authors 
and the availability of sources. As some of the subjects appear to have laboured 
relentlessly while others led full lives outside working hours, the different 
emphases are probably well-advised. 

Each reader will have his or her own favourite cssays, but mine are the life of 
Henry Giles Turner by Margot and Alan Beever and Peter Richardson’s work on 


Group of companies. After reading his chapter, I look forward to the eventual 
publication of Richardson’s full-scale study of the operations of the Collins 
House Group, which was named after the Melbourne site of the headquarters 
of many of the associated mining, metallurgical, administrative, and financial 


development of the financial system, the j of many of the essays will 
not be evident to anyone who does not already know a fair amount about the 
overall background. The principal beneficiaries will not be students or general 
readers who want to trace the evolution of the financial sector, but scholars of 
Australian history or international finance with a particular interest in one of the 
chapters. 


University College, University of New South Wales PAUL L. ROBERTSON 


COLIN NEWBURY, The Diamond Ring: Business, Politics, and Precious 
Stones in South Africa, 1867—1947 (Oxford, Clarendon Press, 1989. Pp.xvi 
+ 431. £42.50). 


The history of South Africa's diamond industry, its financing, structure and. 
the political context within which it operated has generally been explained in 


BOOK REVIEWS 151 


terms either of the activities of ‘great’ men, notably Cecil Rhodes and Ernest 
Oppenheimer, or of the conflict between capital and labour. Newbury eschews 
either of these approaches, rather than impose any theoretical or methodological 
framework on his analysis, to examine the very unique tenation of political, 
social, geological, and technological factors which determined the course of the 
industry’s development. 

Using an impressively wide range of source material, he shows how early chaos 
in the Kimberley fields was eliminated as sheer geological imperatives and the 
demand for capital forced out smaller producers, clearing the path for Rhodes 
and his financial backers to concentrate the ownership of the Kimberley diamond 
fields in their own hands. Newbury then explains the extension of ownership 
beyond Kimberley, not only to other fields within South Africa, but to the 
deposits of German Southwest Africa and other parts of Africa as well. 


The only significant weakness in this book is that for the general business 
historian, as opposed to those with specialist knowledge of South Africa, there 
are many unexplained references to particular individuals and specific events 
which might lead to confusion. Otherwise, this is a model of business history — a 
major contribution both to business history and to the history of South Africa. 
University of Manchester SIMON KATZENELLENBOGEN 


DANIEL I. OKIMOTO, Between MITI and the Market. Japanese Industrial 
Policy for High Technology (Stanford: Stanford University Press, 1989. Pp.xv 
+ 265. $27.50). 


Japan is not unique in that the State has had a role both in the catching-up process 
and in meeting the challenges of maturity. Indeed the concept of a ‘minimalist’ 


the activity of MITI, the Ministry of International Trade and Industry, has 
been exaggerated. None the less, comparisons with other countries, i 
the USA, which are a notable feature of this study, amply demonstrate the 
Japanese achievements. Okimoto’s outstanding contribution is to clarify the 
complex mechanisms behind this success. MITI’s formula is ‘a combination of 
restraint, selective intervention and respect for the discipline of market forces’, 
operating in an environment peculiar to Japan. 

There is abundant detail of MITT’s activities summarised in a table of internal 
and external measures ranging from financial incentives and R & D to protection. 
The ‘industrial life cycle’ is invoked to describe a process of support for infant 
projects, withdrawal at the mature stage and revived aid to encourage contraction 
and diversification in senescent industries. In a country deficient in raw materials; ý 
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economic security and resource procurement are prime concerns. À chapter is 
devoted to policy instruments for high technology, perhaps the most notable 
example of transition from backwardness to leadership. 

Would-be Western imitators should be aware that the fruition of intervention is 
conditional on two essentially Japanese components. One is the delicate balance 
‘Between MITI and the Market’. True, the market clout of the consumer 
compared with the producer has been weak in the past; but foreign sellers 
and rising consumerism in Japan are redressing this anomaly. Administrative 
guidance, a quest for consensus and elaborate policy-networks combine to 
accommodate the pursuit of self-interest, feedbacks and flows of information 
in the market to the targets of industrial strategy. The other and most significant 
aspect examined by Okimoto is the background ‘political economy’. This covers 
that wide range of socio-cultural, institutional and political factors which 
apparently distinguish even modern Japan from the West. MITI is blessed 
not only with high quality personnel who have close contacts in the political 
and private sectors but also with the amakaduri practice by which bureaucrats 
‘descend from heaven’ into business associations and industrial companies. Much 
admired by Western capitalists is the lack of influence of organised labour and 
rather more might have been made of an industrial relations system in which 
enterprise unions, conflict avoidance and consensus decision making promote 
harmonious flexibility. Idiosyncratic also are the whole organisation of business 
and finance, the ketretsu groupings, the interlocking pattern of stock-holding, the 
subcontracting system and the remarkable persistence of a dual economy. These 
institutional features and the ‘dynamic inter-acting chemistry’ of bureaucrats and 
entrepreneurs help explain effective policy making. Behind all this lie the ‘Politics 
of Industrial Policy’, subjected to an especially ilhmminating analysis. While the 
more sensational aspects of bribery and scandals are eschewed, Okimoto reveals 
the interplay between the still ruling LDP, Government agencies and capitalists 
in the prosecution of growth. 

It is easy enough to describe the actions of government, and Okimoto has 
done this with his customary documentation and lucidity. The strength of the 
study lies in a rather more difficult exercise, the unravelling of that mysterious 
web of traditional and modern relations which ultimately explain the potency 
of MITT’s intervention. These relations cannot be transplanted to the West and 
even in Japan the focus is increasingly on their costs and impropriety. How far 
this peculiar political economy can survive is conjectural. 
Gonville and Caius College, Cambridge W.J. MACPHERSON 


ALICE H. AMSDEN, Asia’s Next Giant. South Korea and Late Industrialisation 
(New York: Oxford University Press, 1989. Pp.xvi + 379; £25). 


No parallel exists for the rapidity of South Korea’s industrialisation. Between 
1965 and 1987 per capita real GNP grew at an annual average rate of 6.4 per cent; 
simultaneously the economic base was transformed from agriculture to mdustry 
and then to heavy industry. The present book makes an important contribution 
to understanding why this growth occurred. Amsden argues convincingly that it 
is explained not by a neo-classical model, often held to apply to South Korea, 
but by the existence of institutions and their successful management. A country 
like South Korea hoping to industrialise has the advantages of a stock of world 
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technology on which to draw and an established world market for a range of 
possible exports. How can these opportunities be combined with low-wage but 
domestic labour to achieve industrialisation? Amsden's answer is 
almost pure Gerschenkron. Just as the later the industrialisation the more rapid 
the growth spurt, so too, in this most delayed of late industrialisers, the larger 
the scale of enterprise, the higher the degree of organised state direction and the 
the government's control of the financial system 
The South Korean po vei an ant Later caed rervanvaly ie tis cedon o 
‘targeting’ certain industries for development, using a wide range of incentives 
and penalties, and by making finance available to exporters at negative real 
interest rates. Throughout growth was export-led, and the economy’s structural 
transformation depended on the changing composition of exports. As late as 
the early 1970s, these were chiefly apparel, cotton textiles and miscellaneous 
manufactures; by the mid-1980s heavy and chemical industries dominated. 
Government deliberately got relative prices ‘wrong’ to move the economy 
towards what now appears to have been correctly perceived as an emerging 
comparative advantage. Amsden’s account of this might have emphasised more 
the fact that South Korea’s planners also had a keen awareness of world prices 
and the need for enterprise quickly to become internationally competitive. 
Planning of this variety, which pits ‘Korea, Inc.’ against the world, provides a 
competitive check, the absence of which traditionally has created problems for 
planned economics. Even so, arguably the main task facing planners in the 1990s 
is to find a way, as part of a programme of economic liberalisation, to unravel 
` the complex system of subsidies to industry and yet maintain the momentum of 
growth. 


Much of the second half of the book — its best and original part — is business 
history: the private-, and not government-owned, sector has been the engine 
of South Korean growth. Characteristically, these are very large firms, as is 
consistent with the Gerschenkron hypothesis. The combined sales of the top 10 
chaebol or business groups account for over two-thirds of GNP; the top three for 
36 per cent. Yet the firms are typically family-owned. Thus, when embarking on 
new enterprises in response to government directives, individuals’ risks can be 
quite high but so too are their potential rewards. Clearly, entrepreneurship and 
good management are major factors in South Korea’s success, although highly 
diversified business groups help to reduce risk. 

Case studies of industries no doubt owe something to the fact that Amsden 
teaches at the Harvard Business School. There are extended studies of textiles 
(a poor base for the new phase of heavy industrialisation); automobiles (salaried 
managers but with strategic and financial decisions in the hands of a single 
individual or family); steel (learning by doing from beginnings in 1972 of workers 
in an open field rehearsing their jobs to implement newly arrived technology, 
although now in a position to supply technical advice on modernisation to 
USX); and shipbuilding (begun by Hyundai Heavy Industries in 1973 and 
within a decade the world’s largest builder, helped by buying the designs 
of Govan at bargain prices after the Scottish company’s bankruptcy). These 
last two cases raise the question posed, but not really pursued, by Amsden 
of what lessons South Korea might have not just for other potential late 


industrialisers but for early industrialisers seeking to re-industrialise; as the 
new international trade theory suggests, some, if temporary, protection may 
be optimum. 

Australian National University W.G. HUFF 


154 BUSINESS HISTORY 


D.F. SIMON and MERLE GOLDMAN (eds.), Science and Technology in Post- 
Mao China (Harvard Contemporary China Series no.5; Cambridge, MA., and 
London, Harvard University Press, 1989. Pp.xv + 461. Unpriced). 


Thanks to the heroic labours of Joseph Needham, we are now very well informed 
about China’s scientific and technological achievements in the relatively distant 
past. Modern Chinese science and technology, however, have arguably been 
much less well served. In particular, the years between 1949 and about 1975 
have been only thinly explored, and although more is known about what has 
been going on since the mid-1970s, when China’s doors were reopened to more 
liberal intercourse with the outside world in the scientific field as in others, much 
has remained obscure. 

This substantial collection of essays edited by Simon and Goldman is a 
welcome and, to my non-specialist eyes, very worthwhile attempt to illuminate 
China’s recent scientific and technological development within the context of the 
political and economic reforms that have been carried through since the demise 
of Chairman Mao. It contains 14 specialist contributions, all but two of them by 
American scholars, grouped into four broad categories: Historical Precedents, 
The Reorganisation of Science and Technology, Application of the Science and 
Technology Reforms, and Technology Transfer. The scene for these specific 
studies is set by a short, but admirably lucid, introduction by the editors, which 
sets out the general cultural and ideological constraints under which Chinese 
science and technology have laboured. And a brief concluding chapter attempts 
to provide an analytical framework for the discussion of the role of science and 
technology in China’s political future. Collectively, the studies brought together 
in this solid, meaty volume appear to add up to a fairly comprehensive treatment 
of China’s present scientific and technological condition. 

It is a truism of reviewing to say that the contents of a collection like this vary 
in quality and interest. In fact, so far as I am qualified to judge as a non-specialist 
in both Chinese and scientific matters, the quality of all the contributions seems 
consistently high. All appear to be firmly based on an extensive knowledge of 
both western and Chinese sources, and all exhibit care and judgment m the 
interpretation of their sources as well as clarity of exposition. As to variations 
in interest to the reader, these are probably more a matter of the individual 
reader’s cares and preferences than of any dereliction on the part of authors or 
editors. As one whose limited professional concern with China relates to a period 
rather earlier than that which provides the main focus for this book, I found most 
to interest me in the section entitled ‘Historical Precedents’. In this, William C. 
Kirby and Laurence Schneider deal with the scientific and technological legacies 
bequeathed to the People’s Republic of China by its Guomindang predecessors 
and its Soviet allies respectively. The People’s Republic and its foreign apologists 
have always been very reluctant to acknowledge that anything of value was 
inherited from the Guomindang, but Kirby makes it clear that Mao and his 
associates fell heir to a small but qualitatively impressive body of scientific 
and technological experts who might have contributed substantially to China’s 
economic progress after 1949. That they contributed little in practice was due, as 
much as to any other factor, to the unfavourable environment for independent, 
creative scientific thought and endeavour promoted by the People’s Republic’s 
political leaders, which Schneider’s study of the fate of Chinese genetics after 
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1950 under the pernicious influence of ‘Lysenkoism’ graphically illustrates. On 
the infrequent occasions when the Communist state permitted a ‘Hundred 
Flowers’ of independent academic thought to bloom, its leaders always kept the 
intellectual paraquat ready to hand, and did not hesitate to apply it generously 
after a brief liberal interval. 

To single out the contributions of Kirby and Schneider implies no criticism of 
the other contributors to this volime. Although most deal with what historians 
might consider the too recent past, there is much in these essays to interest 
economic historians whose work takes in, for example, the role of the military in 


IAN BROWN (ed.), The Economies of Africa and Asia in the Inter-War 
Depression (Routledge: London and New York, 1989, pp.vii + 285. £30). 


This volume of essays emanates from a conference held at the London School 
of Oriental and African Studies in 1985. The organisers of the conference and 
the editor of the volume are to be congratulated both on the choice of such a 
fertile theme and on the quality of the resulting papers. 

On the face of it, a collection of papers on the impact of the inter-war 
depression on countries in Asia and Africa should have a certain uniformity and 
cohesiveness, stemming from their concern with the consequences of collapsing 
markets for primary products. Gloom might be tempered by the spur given to 
industrialisation, by the immunity of sectors remote from world markets, or by 
benefits brought to some by the depression (e.g. consumers of rice and other 
low-priced commodities) — but by and large the reader might expect the volume 
to explore variations on the theme of decline and disaster. 

This is not the case, for two reasons. First, the concept of ‘the great depression’ 
turns out to be rather elusive, the papers concerned at times not only with the 
early 1930s, but with the contractions of the early 1920s, and 1937, and also with 
the ‘long depression’ stemming from the secular decline in the terms of trade for 
primary products that set in after the First World War. Secondly, rather than 
choosing themes, or the experiences of commodities, the conference organisers 
have gone for countries. Authors have selected a miscellany of subjects within 
their chosen areas, resulting in a series of empirical, detailed case studies that 
bring out the complexities of regional experience at the cost of obscuring overall 
patterns. Indeed, we are left with a picture of overwhelming diversity. 

Twelve papers are included in the volume, together with a short, perceptive 
introduction by the editor. In the editor’s words, ‘no attempt at geographical or 
thematic comprehensiveness has been made in this volume’. Thus we have two 
papers on China (Bergére and Myers), two on Japan (Waswo and Sugihara), 
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two on the Philippines (N.G. Owen and Ian Brown), and one each on India 
(Charlesworth), Kenya (Anderson 'and Throup), Egypt (Roger Owen), and 
Equatorial and Central Africa (Clarence-Smith). A final paper by S.M. Martin 
makes the case for a ‘long depression’, 1914—45, in the context of West 
African exports Some of the papers are detailed and specific, such as the 
study of Central Province, Kenya, Japanese sericalture (Waswo), or the Bikol 
region of the Philippines (N.G. Owen), while others have a wider focus. All 
the papers add to our knowledge of the experience of Asian and African 
countries in the inter-war years, even if the end result is a rather confusing 
picture of diversity and non-comparability. Among many excellent papers the 
contributions by Sugihara, Myers, Brown and Anderson and Throup may be 
mentioned, since they all reflect different approaches and conclusions. Sugihara, 
in a revisionist analysis of Japan’s economic recovery in the 1930s, emphasises 
the importance of rural prosperity as a base for expansion. Myers shows how 
China remained virtually untouched by the depression, with growth in both the 
agricultural and manufacturing sectors, while Brown demonstrates the external 
constraints which undermined industrial development in the Philippines in the 
aftermath of depression. In a different type of paper Anderson and Throup show 


how the impact of the on the social and economic power of 
the Kikuyu, who were able to consolidate their position at the expense of other 
tribes. 


Some readers will be disappointed at the somewhat eclectic character of the 
papers and at some striking omissions. Apart from the Philippines, Southeast 
Asia gets short shrift. The experiences of the mainland rice economies, of Malaya 
and the Straits settlements, and of the Dutch East Indies remain unexplored. The 
neglect of the latter means a missed opportunity for analysing the impact of a 
country wedded to the gold standard and a high exchange rate during the slump. 
But emphasis should be given to what we have, rather than what we have not, 
and this volume is certainly a most welcome addition to the literature. The papers 
here are likely to carry further the process of revision and greater understanding 
of the complexities of the period which has made its mark on the literature of the 
inter-war depreasion in recent years. 

University of New England MALCOLM FALKUS 


MICHAEL POOLE, The Origins of Economic Democracy: Profit-sharing and 
Employee-shareholding Schemes (London: Routledge, 1989. Pp.xii + 158). 


This study is the first of two designed to throw light on profit-sharing and 
emp holding schemes, principally in Great Britain. In this volume 
Michael Poole sets out to examine the origins of such schemes in the nineteenth 
century and their subsequent development down to the present time. There is 
much of interest for the business historian therefore, although it must be said 
that the focus is mainly on the contemporary situation. A second volume will 
investigate the consequences that flow from the adoption of employee financial 
participation schemes by firms. Both monographs are based principally on 
material drawn from a project sponsored by the Department of Employment. 
In this first volume Poole is concerned to explain the uneven progress of 
profit-sharing and employee-shareholding schemes, whether viewed in temporal 
or spatial terms. So far as the temporal aspect is concerned, he considers 
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evolutionary and cyclical explanations for the growth of profit sharing. The 
former identifies a series of long-term trends that are held to be favourable to 
a steady advance of economic democracy; these include increased government 
involvement in industrial relations, growing concentration of industry and the 
advance of new technologies. The latter rejects the idea that there are long- 
term movements in modern societies that consistently favour the advance of 
employee financial participation. It argues that the historical record reveals 
a rhythmic pattern, in which periods of advance are succeeded by ones of 
decay. Poole is unsympathetic to the former approach, since while he detects 
a very broad overall pattern of advance, it is an uneven one. Regarding the 
cyclical approach, he believes that'it fits well enough with the early history of 
profit-sharing in the nineteenth and early twentieth centuries, when periods of 
growth were associated with buoyant economic conditions, an expansion in trade 
unionism and industrial unrest. It hardly fits, however, with experience of the 
1980s, when on the basis of the earlier pattern a decline in profit-sharing might 


1978, 1980 and 1984 have obviously been of importance in sustaining growth 
in more recent years. Since neither cyclical nor evolutionary approaches are 
entirely satisfactory in explaining the historical development of profit-sharing, 
Poole advances the thesis of favourable conjunctures to account for an uneven 
but generally advancing pattern. In this thesis the extent of development of 


the adoption of profit-sharing schemes Poole examines both structuralist and 
action based approaches. The former is determinist in character and views the 


In a general analysis of this kind it is inevitable that the treatment of certain 
historical questions is somewhat cursory. The statement, for example, that in 
earlier years ‘profit sharing flourished alongside expanding trade unionism’ 
leaves open the question as to whether the one was a reaction against the 
other. Nonetheless, for the most part, Poole presents his arguments with 
admirable clarity. His focus is also a broad one. The development of employee 


participation generally. Finally, the study’s conclusions respecting the scope for 
choice have perhaps a significance that extend beyond this particular topic. 


University of Kent JOHN LOVELL 
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DAVID COBHAM, RICHARD HARRINGTON and GEORGE Zs (eds.), 
Money, Trade and Payments: Essays in Honour of D.J. Coppock (Manchester 
and New York: Manchester University Press, 1989. Pp.xi + 253. £35.00). 


This Festschrift in honour of Dennis Coppock successfully reflects the scope and 
variety of his research and teaching. Internal trade, exchange rates, balance of 
payments, business and inventory cycles, economic history and various matters 
monetary are all represented. Pace football managers, while it would be invidious 
to single out individuals in what is a good team performance, the essays by David 
Cobham (on UK monetary targets, 1977-86), Michael Artis (on the UK debate 
on integration into the EMS) and Lynden Moore (on changes in British trade 
patterns) are particularly recommended. 

The book is divided into two sections; the first is headed ‘Monetary economics 
and monetary systems’, the second, ‘Industry, trade and investment’. Richard 
Harrington’s essay on the development of classical quantity theory from John 
Law onwards, and David Laidler’s study of the Radcliffe Commission’s discussion 
of the quantity theory of money, both emphasise the variety of approach and 
perception which has long characterised monetary discussions. Harrington is 
keen to emphasise that much of Irving Fisher’s work on quantity theory, 
together with his much quoted MV=PT equation, was frequently well out 
of step with previous classical economic writing. As such, it is misleading to 
present it as somehow being the logical development of previous thinking. 
Harrington’s highlighting of the differences between Mill and Fisher concerning 
velocity finds echoes in the comparisons made by Laidler between the views of 
quantity theorists in the 1950s and those of later monetarists. The monetarists’ 
criticism of the quantity theorists’ preference for actively employing monetary 
(not fiscal) policy for short-run stabilisation purposes rather than viewing it as 
a built-in ~ abjliser is somewhat ironic given the criticisms made in the following 
esay by David Cobham which point to the overwhelming influence of short-term, 
financial market considerations on the setting of monetary targets. Government 
oscillations over integration into the EMS are also a source of regret to Michael 


misalignments, a point later taken up by Sir James Ball. The first section of the 
book concludes with Michael Parkin’s testing of ‘real’, ‘equilibrium monetary’ 
and ‘new Keynesian’ business cycle theory as applied to the Japanese economy 
between 1965 and 1985. The monetary equilibrium view is favoured, although 
the peculiarities of the Japanese economy, in particular its concentration of wage 
bargaining into a few weeks, are noted. 

Sir James Ball’s analysis of the nature of any balance of payments constraint 
to economic growth opens the second section of the book. Kaldor and export- 
led growth are revisited and largely rejected and the finger is pointed at 
manufacturing industry’s inability to produce goods of competitive quality and 
in sufficient quantity. The central issues of productivity and product quality begin 
to emerge but are then skirted round rather quickly. Partial compensation is to 
be found in J. Stanley Metcalfe’s essay on trade, technology and evolutionary 
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change which emphasises the long-run importance of innovative products and 
technology. The problems experienced by an economy short of competitive 
products when switching away from older protected markets into the more 
competitive European market is ably discussed by Lynden Moore. He observes 
that, with final sales prices proving much stickier than output levels, resources 
within the UK economy have shifted away from the exposed manufacturing 
industries and towards fuel (especially North Sea oil) and the more protected 
agricultural sector. Capital investment increased in these capital-intensive, 
labour-saving industries, but not employment. The response of businesamen 
to fluctuations in inventory investment and the usefulness of a Sraffian approach 
to the study of international transport are studied by Michael Sumner and Jan 
Steedman respectively. Finally, Robert Millward’s essay on the ownership and 
privatisation of the water industry attempts to explain why public ownership 
rather than regulation or franchising was eventually adopted. The findings are 
salutary, public ownership arising from a concern for the standard of service, 
the proven ineffectiveness of regulation between 1840-1870, and the wish 
of the public authorities to become a direct employer of resources. Millward’s 
essay is typical of many in this volume. Sharply argued, technically proficient and 
confronting important questions, this volume is a stimulating and fitting tribute 
to Dennis Coppock. 


University of Edinburgh MARTIN CHICK 


RAY HUDSON and DAVID SADLER, The International Steel Industry: 
Restructuring, State Policies and Localities (Routledge: London and New York, 
1989. Pp.xii + 163; maps. £30). 


Time was when the iron and steel industry spearheaded the process of 
industrialisation of a country and marked the degree of its success. This 
seemed still to be true in the first decades after World War II, which saw 
a striking expansion of steelmaking capacity among the advanced nations — 
_the British growing rather less than most. Then, in the 1970s, double disaster 
struck. First a world recession cut demand, and a long-term switch to other 
materials and to goods using less stee] removed the hope that the former rate 
of expansion might ever be resumed. But secondly, it was discovered that newly 
industrialising and even Third World countries had been busy erecting their own 
steelworks, on the basis of cheap labour, Sisal evo ae Ge and with the 
use of a technology which had after all proved not too difficult to imitate with the 
help of a handful of Western experts. Steelmaking had slipped from the position 
of a lead technology to something that could take root almost everywhere: it had 
become a typical example of the product cycle. Advanced countries would have 
in future to specialise in industries that were much more sophisticated if they were 
to keep their position in world markets despite their high wages. This had been 
overlooked in the boom years, and the adjustment from the mid-1970s onward 
was thus all the more painful. 

This process is described succinctly in the earlier, and much the better, sections 
_of this book. The later chapters are devoted to the search for methods of 
dealing with the ensuing crisis in the steel districts. In these, the authors are 
much less successful, in part, because they move rather confusingly between, 
first, the British industry as a whole, secondly, two towns which interest them 
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particularly, Corby and Consett, and thirdly, examples drawn from countries 
abroad as well. | 

Stee] works are not easy to close. They represent power and prestige on the 
national political level; locally, they are often the main employers, much capital 
has been invested in them, and steelmen are well organised and often militant. 
Where capacity is to be cut by national or international agreement, it cannot 
be cut evenly: some works have to be closed altogether, so that others might 
work to capacity. Locals will always find reasons why the closures should come 
elsewhere. 

Hudson and Sadler are critical of virtually all schemes and solutions proposed 
— only Sheffield City Council receiving their guarded approval. Yet their earlier 
chapters ought to have made them more charitable: the problems are enormous, 
in many ways they are intractable, and they are necessarily political, made more 
complex still in the United Kingdom by the fact that one of the five major 
concentrations that were originally to be kept going happened to be located in 
Scotland (Ravenscraig) and two more in Wales (Llanwern and Port Talbot). The 
authors are right to castigate most ‘Enterprise’ and other government-supported 
employment schemes as being mainly for window-dressing purposes. The steel 
towns have to go along, for there is little else they can do. In the end, Hudson 
and Sadler have no answer to the problem, either. 


Bielefeld University SIDNEY POLLARD 


LAIN WALLACE, The Global Economic System (London: Unwin Hyman, 1990. 
Pp.xvi + 303; maps; diagr. £28.00 (hb), £8.95 (pb)). 


Two basic ideas are emphasised in this introductory textbook to the economic 
problems of the modern world. One is the close interdependence of the world's 
economies, and in particular the dependence of what are, in Wallerstein's 
terminology, called the peripheral countries, on the so-called core countries: 
whether this latter is a useful distinction, and where the author's own country, 
Canada, would fit into this dichotomy, may be a matter of opinion. The other 
idea is that next to the importance of the historical development to explain the 
world’s successes and failures, and to help the way forward, the locational and 
general geographical factors of countries matter a great deal. 

Within this framework, the author offers a masterly brief review of the history 
of the European economy from the early modern period onward, and its impact on 
the rest of the world. Few of the major issues are left out, and all are treated with 
the same evenhandedness, eschewing both an extreme liberal and on extreme 
socialist position. The same fair and comprehensive treatment is also meted out 
to the current political, economic and social issues on a global basis, which form 
the author’s real interest. The advanced world, the Socialist countries, and the 
developing world each get their fair share of attention. Among the dangers facing 
the world as a whole, environmental damage, military expenditure and the threat 
of starvation within the poorest countries receive particular attention, along with 
the chances of overcoming them. In the light of the most recent literature, 
the responsibility of the apparently incurable incompetence, corruption and 
inefficiency of the rulers of the Third World countries for the plight of their region 
is rather underplayed, and the guilt of the advanced world rather exaggerated. 
Underplayed, curiously enough, is also the dynamic of the basic threat arising 
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from the sheer rise of population itself, above all in the poorest countries of the 
world. It would, however, have been unfair to have expected the author to have 
anticipated our present knowledge of the weaknesses of the planned economics, 
and how much of their apparent success in international comparisons depended 
on deliberately misleading official information. 

An enormous number of maps and diagrams accompany the text. They will be 
of great help to students, but they carry their own danger, in tending to suggest 


often dubious, or have been derived from little more than intelligent guesswork. 
The liking for neat solutions may also be responsible for the repeated references 
to the Kontratieff cycle, which is said to have continued regularly into our own 
time (though the meaning of the diagram on p.3 which introduces the topic is 


DAVID GIBBS (ed.), Government Policy and Industrial Change (London: 
Routledge, 1989. Pp.xvi + 317. £40). 


In this edited volume, which had its origins in a conference organised in 
Manchester in 1987 under the auspices of the Industrial Activity and Area 


towards the service sector; and the influence of regeneration policies at the 
local level, including an assessment of the interaction of public agencies, local 
authorities, industrialists, trade unions and community groups. The value of these 
approaches is taken as self-evident. Brief references are made to the efforts of UK 
and US governments to remove impediments to the working of the free market 
in order to restore industrial competitiveness and to the changing objectives and 
instruments of regional policy, including an assessment of the influence of local 
authorities in determining the economic fate of their areas. Nevertheless, apart 
from a brief introductory chapter by the editor, much of which summarises the 


economic change. The chosen themes, described as being ‘at the cutting edge of 
policy change’, emerge instead from detailed case studies of varying form and 
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substance. 
The discussion of economic restructuring and decentralisation, for example, 


comparative aspects of government intervention in local economic policy and a 
detailed case study of the interaction of public policy and local development in 


concern to bring local, regional and national developments into focus at one and 
the same time whenever analysing the impact of economic change. 


University of Birmingham W.R. GARSIDE 


Communications (Washington DC: Brookings Institution, 1989. Pp.xv + 424. 
£10.25 (paperback), £26.25 (cloth)). 


The impact of antitrust legislation on leading United States’ science-based 
industrial firms has lo been a topic of fascination both to economists and 
to economic and business historians. In this collection of essays the effects 
of a recent episode of antitrust action — the federal suit brought against the 
American Telephone and Telegraph Co. and settled in 1984 — are ini 

by a number of economists and industrialists brought together at a conference 
organised by the Brookings Institution three years after the decision to break up 


One outcome of the eventual agreement was that the new AT&T 
Sas free to invade the territory of computing technology, and the links between 
these two closely related technologies are examined by Kenneth Flamm. By 
concentrating on particular technical developments, for example in transmission 
systems and switching, and relating these innovations to costs and prices, Flamm 
reaches a combination of obvious and unexpected conclusions. AT&T and the 


in telecommunications equipment has been far lower than in the computer 
industry, and that the extent to which economies of scope based on overlapping 
technologies in these two sectors might be achieved were overestimated by both 
IBM and AT&T. 

The lack of spillover between the two sectors is farther underlined in 
Nestor Terleckyj’s account of growth in the telecommunications and computer 
industries. In this paper, which is perhaps the most historically based of the 
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collection, similarities in the patterns of growth exhibited by the two sectors 
are cstablished but, although a certain amount of interdependence existed 
between the growths of the two, cross fertilisation of technical ideas does 
not émerge as a significant aspect of those growths. Rather, the industries are 
both demonstrated to be only distantly related examples of change in the wider 
category of science-based industry. 

In addition to the comparison between telecommunications and computing, 
the volume explores the impact of deregulation on the long-distance telephone 
market, its relevance to local networks, the question of standards in the 
newly deregulated worid of telecommunications, the implications for US 
national security, internationally comparative studies of deregulation, and 
the global context of recent change in the industry. In the discussion of 
long distance operations, one of the most revealing conclusions emerging from 
Leonard Waverman’s paper is the admitted inconclusiveness of the econometric 
evidence, which is shown to be unhelpful in discovering economies of scope 
in telecommunications. Indeed in both this paper and Robert Crandall’s 
examination of local networks the insufficiency of some economic models for 
dealing with deregulation as manifested by the case of AT&T is exposed. 

Subsequent papers, by Stanley Besen and Garth Saloner on telecommunica- 
tions standards, and Ashton Carter on national security, both address the central 
question of the extent to which government can withdraw from a strategically 
important industrial sector, a sector which is moreover in need of a significant 
level of standardisation. In both cases, for either economic or political reasons, 
intervention in the industry is shown to be necessary. 

To support their argument about intervention on the question of standards, 
Besen and Saloner rely on international comparison, a feature of all the 
remaining papers in the volume. Similarities and differences with Europe 
and, particularly, Japan, are examined, with contributions from Tsuruhiko 
Nambu, Kazuyuki and Tetsushi Honda on deregulation in Japan, Eli Noam 
on international telecommunications in transition, and Ashoka Mody on in- 
formation industries in the newly industrialising countries. As a whole, the 
volume works well, with an overview by the two editors bringmg together 
the main conclusions and (more often) the questions raised by the different 
contributions. It is also to be welcomed as one of few recent studies which 
seriously addresses the dynamics of the technologies involved. But it should 
come as no surprise to historians that most of the authors find it difficult to 
reach any hard and fast conclusions over the implications of so recent an event 
as the deregulation of AT&T. 


London MARI WILLIAMS 


JOHN CANTWELL, Technological Innovation and Multinational Corporations 
(Oxford: Basil Blackwell, 1989, Pp.xvi + 239. £29.95). 


Cantwell has written an interesting, thoughtful and msightful book. The central 
thesis is that post-1945 patterns of international trade and production, and in 
particular patterns of foreign direct investment, have been shaped by competition 
to accumulate technology. The process of technical change is modeled as an 
evolutionary and path dependent process. The approach is decidedly classical, 
sympathetic to the importance of historical events and critical of neoclassical 
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models of technical change which ignore the past and assume that knowledge can 
be exchanged on the open market much like a barrel of oil. The book addresses 
a number of important policy issues including what the technological have not 
regions of the world can expect in the future. 

Cantwell tests his thesis by examining the responses of European firms to 
the post-1945 expansion of US-based multinational corporations (MNC). It is 
argued that those regions and industries with a history of innovative activity 
were able to withstand the ‘American Challenge’. In a number of cases the 
spread of American MNCs stimulated European innovative activity and led to 
the expansion of European based MNCs in the United States in the 1970s. 

One of the most interesting aspects of the book is the differences between 
Cantwell’s explanation of why MNCs engage in foreign direct investment and 
that found in the more familiar Vernon product cycle models and Hymer control 
models. Cantwell argues that technological expertise is industry- and location- 
specific, a product of past innovative activity. This leads to the assumption that 
the flow of knowledge between industries and between nations is relatively slow 
and hence the international distribution of innovative activity and advantage will 
be stable over time. Firms cannot gain access to this knowledge simply by buying 
it on the open market. It can be acceased only by firms engaged in i 
in these international centres of innovation. On-site production allows firms to 
engage in learning by doing, a process which is unique to each region and each 
industry and not easily transferable. Failure to produce in these centres might 
mean falling behind in the race to accumulate technology. 

Using data on the share of US patents awarded to non-residents between 1890 
and 1983 as a measure of an industry/country revealed technical advantage, 
Cantwell shows that the international pattern of technical advantage has been 
relatively constant over time. It is argued that this supports the thesis that 
the potential to innovate in an industry/country is highly correlated with past 
innovative activity in the industry/country. While I find Cantwell’s thesis logical, I 
am unconvinced that the statistical tests he presents provides a lot of support. The 
author spends too much time stressing the statistical significance of his coefficients 
and insufficient time discussing their magnitude. Much of the variance in the data 
does not appear to be explained by the variables studied. I think Cantwell has 
pointed out a useful dimension of technical change and firm plant location. I 
also think the question is much more complex than perhaps Cantwell leads us 
to believe. 

While technology itself is defined to include changes m management structures 
or labour relations, there seems to be little room for these innovations in the formal 
model presented. The focus is on science-and research-based innovations. This 
makes it difficult to consider alternative reasons for plant location or alternative 
mechanisms by which an area might improve its productivity, as has been the case 
in Italy due to major organisational changes. Nor does there seem to be much 
room for shifts in labour and management attitudes or new managerial structures 
which may have dramatic effects on productivity but be unrelated to formal 
innovation requiring learning by doing and the investment of resources. Here 
the changes may be dramatic as was the case in post-1945 Japan and Germany 
and increasingly in post-Reagan United States and Thatcher Britain. 

The largest section of the book deals with explaming the rapid growth of 
US MNCs in Europe and European MNCs in the US. Data on patterns of 
international production and international trade are examined to test various 
theses regarding MNC plant location decisions. In this section it is necessary 
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casy to do given the complex structures of most MNCs and the proliferation of 
joint ventures. It is unclear in the text how these problems were resolved. 


will attract more and more forei producers seeking access to these inventions. 
ont will further strengthen the region’s attractiveness as a innovative location. 


about the failure to consider in detail alternatives to the science-based process of 
innovation and productivity change, this is a book worth reading, and provides 
an important new alternative to existing models of foreign direct investment. 


McMaster University WAYNE LEWCHUK 


CARL-LUDWIG HOLTFRERICH (ed.), Interactions in the World Economy: 
Perspectives from International Economic History (London: Harvester Wheat- 
sheaf, 1989. Pp.xvi + 376; £35.00). 


This volume forms a Festschrift in honour of Wolfram Fischer, with the 
contributions reflecting his varied interests and research in international eco- 


lengths and qualities; some are surveys, others are detailed research, while ye 
others present stim ting ideas, but all emphasise the value of the i 


The editor provides a broad survey of trade, is patterns and determinants, 
together with emphasis on swings in free trade and protection interactions and or 
monetary factorsto form a useful framework. It iswelcome to find nexta valuable 
theoretical perspective on international trade and its relation to development 


original and careful study on Atlantic trade during the French Revolution relying 
on the Codman (an American merchant) papers, where the aim was ‘business as 
usual’. 

Landes contributes a short and stimulating essay on ‘Economic Hegemony’, full 


descriptive history plus telling economic analysis in his discussion of ‘British Coal 
on Continental Markets, 1850—1913’, while Cameron discusses “The Growth of 
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International Banking before 1914’ and is particularly helpful on the evolution of 
continental international banking as well as British. 

Maddison presents statistics on World Economic Performance since 1870 and 
rightly warns against any simple model explanation; I would welcome further 
development of his box diagram in which he indicates his views on underlying 
causality. 

Vander Vee and Buyst survey ‘Europe in the Inter-war Years’ in an account 
which yields a useful picture for students and points up the lesson when 
international co-operation is lacking. This work is neatly complemented by 
Kindleberger’s cesay on American economic leadership in the twentieth century, 
which charts its rise and fall in convincing way. 

Milward produces a fascinating analysis of the various moves towards 
convertibility of the Pound and the Deutschmark after 1945 in which for the 
pound at least finance dominates manufactures yet again. Also there is revealed 
the astonishing lack of quantitative ‘nous’ of certain British senior civil servants 


Fishlow contributes a worthwhile comparison of Latin American economic 
difficulties in the 1930s and the 1980s which destroys any notion that ‘history 
repeats itself and that the 1980s were the golden jubilee of the 1930s. This essay 
deserves to be widely read. Lorenz continues the developing economies theme 
with a careful analysis of the characteristics of ‘Newly Industrialising Countries 
and the prospects for others to follow such examples. 

All in all a stimulating volume has emerged; as so often with Festschriften it 
lacks some coherence but is full of interest and stimulus. 


University of Warwick A.G. FORD 


RONALD FERRIER and ALEXANDER FURSENKO (eds.), Oil in the World 
Economy (London and New York: Routledge, 1989. Pp.xii + 131. £35.00). 


History Congress in Berne in 1986. The period covered is 1900-1973 and 
the book is divided into two sections, entitled ‘Global Aspects’ and ‘National 


, 


with a description of the emergence of state-owned national oil companies in 
the Middle East in the 1960s, emphasising the extent to which the national 
companies were politically rather than economically driven. His brief accouni 


largely uncharted area. Mircea Buescu’s chapter is concerned mainly with the 
oil industry in Brazil, a bit of a tangent on the international theme, but at least 
free of the clichés on capitalist imperialism with which Dr Andreasjan assails the 
international oil companies in presenting them as the villains of every piece. 
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The second section is primarily national rather than international in emphasis. 
The subject of oil tends to become submerged in Jeffry Frieden’s general 


on oil is retrieved by Professor Shishkin, who uses Russian sources for his short, 
but solid chapter on the reconstruction of the Soviet oil industry and Soviet oil 
exports between the world wars. A joint chapter by Alan Olmstead and Paul 
Rhode describes the US oil crisis of 1920 and its impact on Standard Oil of 
California (Socal), which reacted to the oil shortage by launching an aggressive 
search for new oil reserves both in the US and internationally. For business 
historians, this chapter is likely to be the most interesting in the book. It 
is based largely on Socal’s records and provides a cogent insight into forces 
which spurred Socal’s development into an international oil major. A chapter 
by Helmut Mejcher and another by Professor Marguerat deal, respectively, with 
the involvement of the German and French banks in the oil industry before 1939. 
The prospect of a comparison is, however, frustrated by the extreme difficulty of 
picking out the main threads of Mejcher’s chapter, which presumably suffered in 
translation. Professor Marguerat’s isolated conclusion is that the French bank, 
Paribas, lacked the managerial qualifications to make a success of its oil interests. 
Finally, Professor Fukami’s chapter presents valuably uniform data on Japan’s 
consumption and imports of oil relative to the growth of its GNP during the 
period 1880-1973. 

Overall, these papers are too patchy, uneven and diverse a collection to have 
much comparative or synergic value. The lack of consistency or cohesion limits 
the appeal of the book to specialists who may be interested in dipping into 
individual chapters. That being so, the logic of bundling the papers together 
into a single publication is questionable. Surely, better value could have been 
offered by unbundling the papers and submitting selected articles for publication 


British Petroleum Company plc J.H. BAMBERG 


THOMAS DERDAK (ed.), International Directory of Company Histories. 
Volume I. Advertising — Drugs (London: St. James Press, 1988. Pp.xii+758. 
£65). 


This is the first of five projected volumes arranged alphabetically by industry. 
When complete the directory will contain entries for 1,250 of the world’s largest 
companies. Each entry provides basic information drawn from company balance 
sheets for 1986, together with potted histories of between 1,500 and 3,000 
words. 

This volume covers advertising, aerospace, airlines, automobiles, beverages, 
chemicals, conglomerates, construction, containers and drugs. In some cases, the 
information has been drawn from standard sources and shows good acquaintance 
with the relevant business history literature. In the majority of cases, however, 
the material has either come directly from the companies themselves, or from 
publicly available sources such as the financial press. There is a cumulative index 
of companies and persons in each volume. 

Spot checks indicate that the information is basically factual and accurate, 
though major issues of strategy are recorded, For example, the problems of BASF 
A.G. with the environmental lobby in South Carolina and the dioxin disaster 
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emanating from Hoffmann-La Roche's factory at Jemesa, are duly recorded in 
some detail. 

The Directory will obviously be useful for those, such as journalists and 
librarians, who need a quick source of reference. And whilst it has built-in 
obsolescence in terms of the balance sheet information, the bulk of the material 
it contains is obviously of more lasting value. For business historians the Directory 
provides a preliminary guide to more detailed investigations. At the current price 
(or more for later volumes) it is, nevertheless, clearly not something for individual 


purchase. 
University of Bristol B.W.E. ALFORD 


ANNE DIGBY and CHARLES FEINSTEIN (eds.), New Directions in Econo- 
mic and Social History (London: Macmillan, 1989. Pp.x + 203: illus, maps. 
£25.00). 


The 14 chapters which comprise this volume were all originally published 
independently under the Economic History Society’s scheme to provide a Series 
of Re FRESH booklets intended to make accessible to a wide audience the recent 
findings of research in Economic and Social History. Here they are prefaced by a 
brief introductory survey by the editors. 

The original intention of the series was to provide concise, authoritative, and 
clear resumés of recent work and opinion on themes of major importance, 
primarily for teachers. Many of the essays lean heavily, and properly, on 
the original research of the author. Crafts on aggregate growth, Wrigley on 
population, Hopkins on imperialism, Devine on the Highland Clearances, Floud 
on standards of living, and Turner on eaclosure are all pertinent examples. 
This gives the essays authority, but they also manage to achieve the stated 
aim that they should be clear and nomtechnical in presentation. There is 
plenty of technical explanation for those who want it, encompassed in boxed 
sections in the text, and providing definitions of concepts such as productivity; 
demand management, deficit finance, artisans and journeymen, and the gross 
reproduction rate of populations. Both explanation and entertainment are aided 
by maps, showing enclosures, the Scottish Highlands, and the British Empire, by 
diagrams depicting the relationship between manorial tax assessments and values 
at Domesday, average heights of army recruits from 1750 onwards, and the social 
distribution of occupational groups in Victorian Edinburgh and London. Punch 
cartoons and other illustrations also contribute to the exposition. 

The range of topics covered is considerable, and contains an equal division 
between economic and social subjects. They reflect those areas of investigation 
which have primarily attracted the attention of historians in recent years, such 
as the role of agriculture in economic transition, the industrial revolution and 
economic growth, the managed economy of the 1930s, population growth and 
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explanation, as noted in the brief introductory chapter. Increasing information 


date summaries of important topics. This is a very useful collection of very good 
essays which justifies the ReFRESH scheme and warrants its continuation. 


University of Aberdeen C.H.LEE 


PETER MATHIAS and SIDNEY POLLARD (eds.), The Cambridge Economic 
History of Europe, Volume VII: The Development of Economic and Social 
Policies (Cambridge: Cambridge University Press, 1989. Pp.xix +1243. £75.00). 


According to the dust jacket, the main theme of this massive tome is the role 
played in the growth of the industrial economies by the development of economic 


chapters range from 1776-1939 for Britain to 1868—1945 for Japan. 

The geographical coverage is very uneven. Sweden is given a (very welcome) 
separate chapter, but Belgium, Italy and Spain are not, and indeed Spain has 
fewer references in the index than Canada. The theme of labour and the state 
is divided between two chapters: one dealing with Anglo-American trade union 
movements, and the other with continental Europe, but the latter turns out to be 


Moggeridge remarks in his explanatory footnote, the time allowed for revision 
(two months) in December 1985-J anuary 1986 was not enough to take full account 
of recent research. Thus one may read in another footnote of a ‘recent survey’ 
which turns out to have been published in 1970. 

For all that it must be said that the editors had assembled a very talented 
group of writers and the literature which they have surveyed includes some in 
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itis true that the author of the latter chapter died before the book was published, 
but the editors are well qualified to have provided a supplementary bibliography 
themselves. 

Business historians are likely to be disappointed by the general approach 
to public policy. Most chapters are narrative in form and yet there is very 
little about how policy was made. Thus although one can read about railway 
regulation in the United States from the point of view of the willingness of the 


Europe between the wars. Professor Teichova’s analysis follows logically on 
fom a very clear account by Scott Eddie on economic policy and economic 
development in Austria-Hungary, in that she addresses the problems of the 
successor states: Czechoslovakia, Hungary, Poland, Romania and Yugoslavia, 
and also of Bulgaria (but not, unfortunately, Austria). She is aware of the 
importance of the lack of capital and entrepreneurship in these countries (other 
ene, Czechoslovakia) and therefore of the importance not only of the role of the 


ea) less than comprehensive. Moreover, the 1250+ pages are a challenge 
Bo he book-binder’s art, and my copy had an ominious crease down the spine 
before I had finished reading chapter 13. 


University of Stirling G.C. PEDEN 


SHIE-YEN WU, Production, Entrepreneurship, and Profits (Oxford: Basil 
Blackwell, 1989. Pp.viiit325. £40.00) 


To help explain the firm and its workings, economists nowadays begin by 
distinguishing between the market, where resources are allocated by relativo 
prices, and the firm, within which the fiat of the entrepreneur 

price mechanism. Professor Wu implicitly follows Oliver Williamson’s Markets 
and Hierarchies (1975) in pursuing certain consequences of this distinction; 
Newever his book is far more readable — while being well underpinned by 
mathematics — and in general more stimulating for business historians. 

Firms emerge, we are told, because of uncertainty, something the market 
cannot adequately cope with, and because of other market deficiencies such as 
incompletely enforceable contracts between economic units. A specialist agent, 
the entrepreneur — either singly or in a coalition — is therefore required in order 
to ensure provision of the necessary goods and services. Often overlooked Py 
O eernist is the point that there can be no demand function as such for the 
entrepreneur; he enters the production system of his own initiative and then hires 
and organises the other factors, paying them contractual rewards. If successfat, 
Aa receives pure profit as a residual, won through the possession of superior 
information and judgment. 

But how are economic functions divided between the firm and the market? 
Hitherto, the outcome has tended to be indeterminate, depending on the relative 
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(transaction) costs, and benefits, of using one or the other mode. Professor Wu 
has adopted what we used to call a ‘wheel of wealth’ model. Households — here 
confusingly termed consumers — are the only basic agents, as a result of market 
failure divided into two categories: those able to trade, who exchange their inputs 
for the products they consume, and those resource owners with non-tradeable 
services, who become entrepreneurs and gain their income from the firm’s 
. Tesidual’. The latter are shown to have common interests with shareholders 
m joint-stock companies in seeking good returns. However, there is a constant 
` ‘tug of war’ between the entrepreneur and the market. If the entrepreneur gets 
the upper hand, markets become monopolistic and resources are under-utilised, 
whereas if the opposite occurs, the resulting excess competition will lead to 
stagnation through a decline in offers of entrepreneurial services. A proper 
balance between the two will serve to optimise the rate of economic progress. 
To sum up, here is an intellectually exciting voyage of discovery, presenting 
even familiar concepts in an unfamiliar way. Perhaps correctly, the author 
concentrates on the firm’s internal organisation and on suppher and other 
relationships neglected in the usual treatments of competition and the like. It is 
to be hoped that he will now move on to such topics as oligopoly, which may well 
affect the firm’s operations, and to the general theory of the enterprise in space, 
which is gradually emerging from multinational studies as equally applicable to 
mult-regional and multi-plant and often diversified firms: precisely the subject 
of many business histories covering recent periods. Those working in this fertile 
area of studies, on both the theoretical and the empirical sides, should gain much 
from Professor Wu’s attractive volume. 


University of Reading T.A.B. CORLEY 
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SURVEY ARTICLE 


British Business History: A Review of the 
Periodical Literature for 1989 


DEREK MATTHEWS 
University of Wales, Cardiff Business School 


Business history in Britain is in a dynamic state. An Association of 
Business Historians has recently been founded and another journal 
Accounting, Business and Financial History has emerged. Some 
busincss historians are also giving thought to the nature and future 
direction of the subject. The editors of Business History want to 
encourage related disciplines to read and write for the journal and two 
special issues in 1989, one devoted to industrial relations and the other 
to ‘cliometrics’, were clearly designed to widen the scope of the subject. 
Most writers have urged a-direction away from our roots in narrative 
company histories, and of the 55 articles reviewed here only 13, or 24 
per cent, were case studies of one company (compared with the 43 per 
cent of articles in Business History from 1976-83 counted by Slaven).' 
The trend to more twentieth-century themes also continues. Church 
found that only 12 per cent of articles contained in Business History 
down to 1976 had taken their subject matter beyond 1914; in 1989 the 
figure was 36 per cent of all articles.? Even so, only six contributions in 
1989 ventured beyond the Second World War.’ Moreover, another 
desirable trend — the movement away from the ‘anglocentric’ and the 
end of insularity’ called for by Davenport-Hines and Jones in 1987 and 
of which Ollerenshaw writing this review last year saw encouraging 
signs — was not sustained in 1989.‘ Internationally comparative work 
was attempted in only five articles.’ 

The exercise of reading the entire output of articles in business 
history in one year, however, left this reviewer with the impression that 
while these desirable trends would enhance the status of the discipline 
and bring it to the attention of a wider audience, none would do so more 
than an all-round improvement in the calibre of the scholarship and its 
presentation. One was left with the impression that, while there was 
much good work, the average quality of the articles was lower, for 
example, than a sister discipline like social history. This warrants a brief 
comment particularly since most of the weaker articles had the 
raw material that, with the application of what one would hope 
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was commonly agreed good practice, would have made useful contri- 
butions. Editors, referees, thesis supervisors, researchers and writers 
all bear a responsibility — we can and should do better! 

Business history still badly needs a major work of synthesis which 
would pull the subject together, define its boundaries, point up the 
major issues that need to be addressed and offer guidelines as to 
methodology. Ideally such a textbook would give the Ph.D. student, 
the academic from another discipline or the enthusiastic amateur 
wishing to try his or her hand a model of what business history is about 
and how it should be conducted. Perhaps the new Association could 
commission such a work — possibly written as a co-operative effort. 
There are, of course, scattered references to methodology already 
available — Slaven found that no less than 30 per cent of articles in 
Business History, 1976-83, were on sources and method — and the 
present editors rightly continue to encourage such work.® Sadly this 
corpus seems frequently to go unheeded and too many writers give no 
sign of being consciously directed by any methodology at all. 

This is not to say that the application of explicit models, let alone 
econometrics, is essential. Indeed, the quantitative special issue of 
Business History raised a number of worries, one of which is that if 
business history goes the way of economic history it will become less 
accessible to a wider audience. In fact most of the best of the 1989 
articles used narrative-based empiricism but crucially they were all 
given an analytical focus.’ A minimum requirement is that the business 
historian, based on a sound knowledge of economic theory and 
economic history, puts forward a coherent argument and asks questions 
of his own evidence that the informed reader would want answered. 
Unfortunately, the accumulation of facts with no apparent aim in 
view is still encountered — the cobwebs of antiquarianism, decried by 
Hannah a few years ago, still survive in the corners of the literature.‘ 
This is an unnecessary squandering of effort since it is often difficult to 
see the end-product being useful to anyone. 

Other weaknesses, at least in the opinion of this reviewer, are worth 
noting since they too could be remedied usually with little extra effort. 
There was a fair amount of carelessness in proof-reading and presen- 
tation and occasionally more thought could have been given to how 
best to set out data — whether by graphs or tables.’ There was some poor 
planning of work and the consequent lack of structure; one article was 
subdivided with the headings ‘Comparative profitability’ on the 
second page and ‘Conclusion’ 11 pages later — which in part explained 
the muddle in between.” Other writers gave themselves too wide a 
remit; a journal article is not a brief book, and usually the most it can 
sustain is one or two central ideas.” There was some lack of under- 
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standing as to what constituted sufficient verification of a point or 
Indeed when assertions needed to be justified. Two writers stated 
that their firms were output or revenue maximisers without fully 
appreciating that this was a contentious theoretical proposition that 
needed to be substantiated.” Perhaps a reluctance to quantify could be 
noted on the part of some writers; often statistical data seemed to be 
needed to put the finishing proof to otherwise admirable work." 

But the single most important failing in 1989, noted several times last 
year by Ollerenshaw, was writers not having read or ignoring previous 
work which impinged directly on their subject matter.“ The import- 
ance of knowing and indeed explicitly stating the relationship between 
a piece of history and what has been written before should not need 
emphasis. Is it also possible to detect an unwillingness to enter into 
debate or to criticise other work? This is doubtless well-mannered but it 
is also dull, unproductive and makes bad history. Where is the cut and 
thrust of the controversies which invigorate, for example, labour 
history? Business history, like any other branch of history, should be a 
discourse — it will make no progress without this process taking place. 


Entrepreneurship 


Martin Wiener’s cultural explanation of Britain’s economic decline — 
an anti-industrial bias in her society — came under sustained attack in 
1989. In an overtly political piece Raven first takes on Wiener with 
relatively familiar arguments; for example, that the literature of 
successful countries like Germany and the USA also contains hostility to 
business.“ More significantly, he upbraids the economic historian for 
allowing his work to be distorted for political ends, especially the way 
the Wiener thesis was used to underpin the Thatcherite drive for the 
enterprise culture. Daunton attacks from another direction, arguing 
against there being an anti-industry coalition between the landed 
aristocracy and the ‘gentlemanly capitalists’ of the City of London.* He 
points out that the City had close ties with industry — marketing their 
goods abroad, for example — while politically, on issues like tariff 
reform, sections of the City sided with the manufacturers. Daunton 
blames Britain’s decline on institutional rigidities like our factory 
system, while government made too many compromises. 

Harvey and Press use the example of metal mining to confront 
Locke’s thesis that Britain was held back after 1880 by a lack of 
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engineering talent.” They trace the professionalisation of mining 
engineers, show that the educational institutions were indeed inade- 
quate to the needs of the industry, but argue that the pre-eminence of 
British mining companies demonstrates that this was no handicap. 
Coincidentally, two articles reinforce Harvey and Press’s thesis. 
Macleod tells a colourful story of how the first world war showed up 
both the inadequacy of the supply of British scientists and the fact 
that this was not insurmountable.“ Like the mining companies, the 
government recruited abroad — half the chemists in the armaments 
industry came from Australia. G.W. Roderick’s article on the Institute 
of South Wales Engineers shows how concerned its members were with 
training, and also how aware they were of the technical shortcomings 
of their own coal and steel industries compared with America or 
Germany.” 

A quantum leap in our knowledge and understanding of the history 
of British entrepreneurship as a result of a computer based analysis of 
the Dictionary of Business Biography has always been an enticing 
prospect. Recently, however, Harvey and Jones have been pessimistic 
about the success of the project and indeed Christine Shaw’s first brief 
sampler is not encouraging.” Clearly, if businessmen are classified by 
industry, period of birth, education, size of fortune, religion and so on, 
the possible cross-correlations present serious problems not only in 
selection and calculation but also in presentation in a digestible form. 

John Hudson’s is one of the more successful contributions to the 
quantitative special edition.” The most significant conclusion from his 
multiple regression analysis was that the determinants of new firm 
foundations, historically high from 1932 on, were principally the level 
of corporate profitability, but also unemployment (as the unemployed 
sought self-employment), cheap money and the tariff; all of which 
should make a significant contribution to the debate on the recovery of 
the 1930s. 


Mining and Fishing 


Coal produced a greater output of articles than any other industry. 
Jaffe maintained that the cartel of North-Eastern coal producers had a 


crucial role in the timing and extent of price reductions in the first half 
of the nineteenth century.” However, his wide ranging narrative, 
including the political squabbling among the producers, seemed 
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inappropriate for disproving Hausman’s earlier rigorous statistical 
analysis showing that the cartel had little effect.” Church’s reworkings 
of production, employment and productivity figures for the coal 
industry for the 1830-1913 period were not especially well presented 
and he will probably get few adherents to his conclusion that growth in 
output slowed in mid-century rather than the accepted date in the early 
1870s.” Judith Wale offered two separate case studies of nineteenth- 
century coal companies — Griff colliery in Warwickshire and Cramling- 
ton in Northumberland — taken from her recent Ph.D. thesis.” 
There is much interesting data but this tended to be presented with- 
out interpretation and it may have been more informative to have 
attempted a comparative approach. 

Robb Robinson also abstracted two articles from his Ph.D. thesis, 
this time on the North Sea fishing industry. The first shows the industry 


overland transport, by pannier pony or stage-coach, made the catching 
of the high-value cod or sole by line the only viable proposition.” The 
second article goes on to show that the coming of the railways in the 
mid-1840s opened up a mass market which now made trawing for 
lower-grade fish a profitable activity.” Tony Barrow also used primary 
data from his Ph.D. research to tell a salty tale, full of shipwrecks, of the 
rise and fall of the Newcastle whaling industry in the century before 
1850." Again, he offers little by way of analysis except to emphasise the 
importance of the government bounty, in contrast to Gordon Jackson’s 
view that it was marginal. 


Manufacturing 


A number of commentators have regretted the lack of interest by 
business historians in the pre-Industrial Revolution period, and this 
was again reflected in the 1989 output. Rothstein, however, uses the 
probate inventories of silk weavers in seventeenth-century Canterbury 
and the records of the Weavers’ Company to investigate the nature of 
the craft and the migration of weavers to London.” She suggests the 
reasons for the move may have been the unsatisfactory marketing 
arrangements between the two cities, the need to be near the centre of 
fashion in London, or because the metropolis was expanding and 
prosperous and had a large supply of labour. 

Looking at two cotton manufacturers in the Industrial Revolution 
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period, Richardson concludes that fixed capital was more important 
than Pollard and others have suggested; with adjustments for trade 
credit and other items it represented well above 50 per cent of all capital 
in the companies’ early years.” This is a significant finding, but 
Richardson himself questions how typical the two firms were and 
clearly more cases are needed before firm conclusions can be drawn. 

Morgan and Moss continued their analysis of the books of the 
Scottish shipbuilder, Peter Denny, to show how he amassed his 
fortune during his career from 1845-95." They used a database to 
handle 3,777 records, showing what can be achieved by computer 
which would probably not have been possible by manual means. 
Paradoxically, the piece is marred by a carelessness with numbers and 
rather confusingly, expenditure, income and revenue are given in the 
same pie chart when a conventional accounting presentation and in 
other places time series graphs would have been more informative. It 
would also have been interesting to know what capital Denny started 
out with and the rate of return on his investments. 

In engineering, Lumley looks at the early years of the BSA company 
formed in 1861 to manufacture small arms and which rapidly intro- 
duced the ‘American system’ of mass produced interchangeable 
parts.” Lumley misses the chance to make a contribution to the great 
debate around Habakkuk’s thesis but his evidence supports Saul’s 
emphasis on the nature of the markets.” BSA was ahead in Britain 
because it had to satisfy the military, who demanded interchange- 
ability, whereas the remaining private demand was for hand-crafted 
sports guns in contrast to the huge market for mass-produced firearms 
in America. 

There was more ‘Wiener bashing’ from Kenneth D. Brown in a brief 
case study of the success of Britains, a London company which took on 
and beat the world in the production of lead toy soldiers at the turn of 
the century.* Of course, an army of such case studies could be mustered 
and they probably still would not defeat the massed advocates of 
entrepreneurial failure. 

Moving into the twentieth century, an unwillingness to quantify or 
perhaps a lack of available data tended to weaken three nonetheless 
valuable case studies. Explanations for forward vertical integration 
were tested against the experience of the American tyre industry by 
French.” He found that Chandler’s emphasis on technology is under- 
mined because integration preceded the growth of mass production, 
while since it had closed its retail outlets the success of US Rubber in the 
1930s could not be explained by its having saved on Williamson’s 
transactions costs. Strong as they are French’s arguments would have 
been even more conclusive had he been able to put figures to the degree 
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of market integration and relate this to costs, profits and the relative 
success of companies. 

Fitzgerald argued that Rowntree, the chocolate maker, after lan- 
guishing in its competition with Cadbury, was transformed after 1930 
when its new advertising agents, J. Walter Thompson, directed the 
company into the ‘niche’ marketing of successful branded products like 
KitKat and Smarties.™ Again figures of sales, market share and profits 
(like those Goodall presented in his earlier treatment of Rowntree) 
would have more firmly established that this was indeed a remarkable 
example of the importance of marketing.” 

Ron Weir showed that Distillers was the only company to diversify 
successfully out of the declining whisky market, principally into the 
rapidly growing industrial alcohol industry, because its scale allowed 
the necessary expenditure (for example, on R&D) to break into the 
new markets.” Again quantifying the relative importance of the new 
and old branches of Distillers’ business in terms of sales and profits 
would have made the case study an even more substantial contribution 
to the ‘new industries’ debate. 


Services 


The neglect of the service sector, noted by Supple in 1977, continues.” 
That retailing — the relative British success story — attracted not a single 
contribution among 1989 articles is surely disappointing. Banking 
raises more interest. A note by Carr, Glied and Mathewson refuted 
the claim of Lawrence White’s book Free Banking in Britain that 
entry into banking was completely free in Scotland down to 1844 by 
demonstrating that limited liability was confined to the Bank of 
Scotland, Royal Bank of Scotland and British Linen Co. and this put 
the smaller banks at a disadvantage.* 

Dieter Ziegler argues that the Bank of Engiand set up its branch 
network in the 1820s to increase control of note issue by offering 
preferential treatment to local banks who gave up their own notes.“ In 
view of the fact that the branches’ discount business quickly became 
more profitable than head office, Ziegler should surely have debated 
the assumption of Clapham and other writers that the Bank’s prime aim 
was commercial not regulatory. The banking crisis of 1878 was 
‘a liquidity crisis with a vengeance’ according to Michael Collins.* 
Although few banks failed it involved the whole system in crisis 
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measures to raise cash on the London money market and the use of the 
Bank of England as lender of last resort, which it managed comfortably 
because there was no external drain on gold reserves. 

Some of Daunton's evidence for the article on the City, reviewed 
above, came from his work on the Dalgety firm whose story was 
presented extensively in a separate article.“ Dalgety came from 
Australia and by 1865 was the largest wool importer in London, but 
Daunton is mainly interested in the firm’s decline which he ascribes to a 
misjudgement of the competition, taking capital out of the firm to 
invest in land, and a failure to go into merchant banking. Again, there 
were no numbers to support the otherwise valuable narrative. 

The professions are also under-represented in the literature but 
perhaps this will be remedied somewhat by the new British journal 
mentioned above principally devoted to accounting history. Dick 
Edwards, its editor, demonstrates in a review article that the growth in 
the use of cost accounting tended to pre-date the late nineteenth 
century assumed by previous historians and was prompted by a greater 
variety of factors.“ Sidney Pollard’s dim view of accounting practices 
in the Industrial Revolution period Edwards also finds to be too 
pessimistic. Napier, on the methodology of accounting history, identi- 
fied three schools: traditional empiricism, cliometrics and, most 
interestingly, work influenced by the writings of Foucault and engaged 
in ‘contexturalising’ accounting history.“ If structuralism has come to 
accounting history can business history be far behind? 

What we now call the leisure industry has also been largely ignored 
by business historians, but Munting gave a good example of the 
narrative method in his history of the gambling industry in Britain. He 
showed how the government attempted to suppress working class 
gambling down to 1960 after which it regulated and milked the pastime 
for revenue.” 


Trade and Transport 


Price offered a not particularly original history of the growth in 
Britain’s foreign trade in the eighteenth century of interest to business 
historians largely for detailing the chain of factors, wholesalers, 
merchants and correspondents involved.“ Darity and Richardson 
continued their debate on the profitability of the slave trade in the 
eighteenth century.” Darity’s reading of the data leads him to take 17.3 
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per cent as the average rate of return, while Richardson comes up with 
8.1 per cent. The latter's suggestion that this was not substantially 
greater than the less than 5 per cent return on consols is, however, 
difficult to understand. 

The shipping industry was well Tepresented. By using data in 
the shipping registries for Newcastle, Ville identifies a trend away 
from a wide geographical and occupational spread of ownership to 
concentration into specialist shipowners located in Newcastle itself; 
one-fifth of vessels had only one owner in the 1780s compared with 
three-fifths by 1850.” This national trend was due, according to Ville, 
to the economies to be had from specialisation of function and the need 
for professionalisation to overcome the trade cycle and wars. 

Knick Harley, in an exemplar of what the editors of this journal have 
called the ‘fluent integration of the empirical with the theoretical’, 
successfully overthrows the suggestion that Britain’s merchant marine 
in the late nineteenth century benefited from having an outward coal 
cargo.” Since in the long-run average revenue will equal the average 
cost of the whole voyage whatever is carried, the model predicts that if 
there was spare capacity on the coal haul, competition would drive 
rates down — to the benefit of customers not shippers.” Satisfyingly, 
Harley’s empirical evidence fits the model perfectly; coal was relatively 
unimportant on the American routes, for example, where the British 
were most successful. Clearly Harley’s work contradicts what would 
seem to be the orthodox view of Coleman, Daunton and others than 
neo-classical economics is of little use to business historians.” 

A little economic theory might have assisted John Armstrong’s 
investigation of the pricing policy of the coastal liner companies in 
competition with the railways before the First World War.“ The 
problem is explaining why the liners charged only half the rate of 
railways and price theory would seem to point to the quality of the 
service offered. This would not square, however, with Armstrong’s 
suggestion that ships could average 15 miles an hour while freight trains 
often managed less than one. 

In another useful case study of entrepreneurial failure, the fall of the 
Glen Line steam shipping firm from its peak of success in the mid-1880s 
was due, according to Malcolm Cooper, to the sons of the founder 
taking less interest in the firm, while it did not go public or diversify.” 
Cooper might have confronted alternative possibilities: Glen Line’s 
fast ships were unavoidably committed to the China tea trade which 
happened to be in decline. 

James Foreman-Peck, in a contribution to the quantitative special 
issue, by fitting and comparing cost functions maintained that the costs 
of the telegraph service after nationalisation in 1868 were ‘highly likely’ 
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to be greater than under private enterprise.* However, only figures for 
the largest and possibly most efficient private company are used so like 
is not being compared with like and virtually nullifies the exercise. 
Indeed, the private systems in the USA and Britain performed less well 
than the state telegraphs on the Continent so Foreman-Peck concludes 
that it is difficult choosing between the systems. 

The public utilities particularly in transport were popular subjects. 
M.D. Reilly’s comparison of urban railways in America and Britain is 
potentially of great interest yet the piece contained so many errors and 
apparent contradictions as to severely reduce its value.” This reviewer 
also found it difficult to extract meaning from statements such as: 
‘about 47 per cent of savings in costs realised from the introduction of 
electric traction were attributable to reductions in staffing levels, 
rather than to any specific inherent advantages that electric traction 
may have offered’. Daito’s history of Japanese railways from 1907-30 
is also a subject of mterest to British business historians.* The 
nationalisation of Japanese railways seems to have led to dramatic 
improvements in efficiency; they adopted early Chandler style div- 
isionalisation and what would appear to be the precocious use of ‘just- 
in-time’ stock control in their workshops. But Daito does not allude to 
the wider importance of these issues nor does he make comparison with 
railways elsewhere — using the work of Gourvish in this country, for 
example. Again a little more thought would have greatly improved the 
value of the final product for other historians. 

The general view that buses replaced trams because they were 
cheaper to run is challenged by Richard Buckley.” He maintains that 
it was because of the capital cost of replacing one stretch of line 
that Doncaster had abandoned its trams by 1935; Sheffield’s trams 
apparently lasted 25 years longer because it could pay for capital 
renewal on a year-on-year basis. Yet basic capital theory would indicate 
that the economic cost of a lump-sum replacement need be no greater 
than piecemeal investment, and Buckley’s data are highly suggestive of 
Sheffield’s operating advantages with trams. It carried over ten times 
more passenger journeys per mile of tramway than Doncaster. 


Labour Relations 


Mary Rose’s look at parish apprentices as a source of labour during the 
industrial revolution is a model in the focused use of primary sources — 
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parish records in London.” Rose highlights the iniquitous trade in 
children under ten years old sent from London parishes to northern 
textile mills where they worked up to 14 hours a day. She concludes that 
the rise and decline in mass apprenticeship can be explained by the 
changing recruitment problems of large firms and to shifting social 
policy. 

Rose also took part in a lively if inconclusive debate over Huberman’s 
counter to Patrick Joyce’s analysis of the growth of paternalism after 
1850 in the Lancashire cotton industry. Huberman had argued that the 
scope for this development was limited to the rural mills because 
already by the 18403 the bargaining strength of the urban cotton 
workers had gained them job security and made wages inflexible. 
Rose, Taylor and Winstanley argue that the urban labour market was 
not as tight nor wages as sticky as Huberman suggested.“ In a rejoinder 
Huberman largely fails to refute this, but he is more successful in 
countering the attempt by Rose et al to make the rural labour market 
the tighter and conform to the J oyce-type model of paternalism.® 

In an internationally comparative study Elbaum argues that the 
apprenticeship system survived in Britain because the custom was 
handed down from the guilds and had advantages for the apprentice in 
stable employment, while for employers the apprentice paid for his 
own training through low wages.© Apprenticeship declined in America 
because guild custom was weak and the mobility of labour meant that 
employers could not be sure of holding on to trainees. 

John Treble applies game theory to the operation of conciliation 
boards in the coalfields in the years before the First World War.“ He 
argues that since wages were related to changes in coal prices either 
owners or unions had an incentive to delay settlement. Game theory 
thus explains why the South Wales and Northumberland boards went 
to arbitration for a quick settlement more than other districts because 
their rules precluded delay. The problems with this model are, 
however, many: it does not take account of strikes; while, although 
Scotland went to arbitration almost as much as South Wales and 
Northumberland this is not explained by its rules. Moreover, Treble 
ignores the evidence of Porter that the arbitrators were biased in favour 
of the owners.“ 

And if game theory is a methodology not commended to business 
historians, caution is also in order where labour history’s recent 
emphasis on the workplace has brought an overlap with business 
history and a different set of models. The struggle for control of the 
labour process in the nineteenth-century railway workshops is the 
subject of Di Drummond’s contribution to the special labour edition of 
this journal edited by Charles Harvey and John Turner.“ The labour 
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process model, however, leaves Drummond's article with little sense of 
direction. It is difficult to decide, despite a range of management 
strategies that come and go for no apparent reason, which side at the 
end of the day is winning. Again, one strategy Drummond offers is 
piecework which ‘did much to increase managerial control’, yet we 
learn from Donnelly and Thoms elsewhere in the issue that the motor 
industry abandoned piecework to increase managerial control. Several 
questions need answering here. In fact some of the accepted tenets of 
the labour process model are taken on by McKinlay and Zeitlin in their 
look at engineering employers’ policies, 1880-1939, and they have little 
trouble in demolishing the Braverman paradigm of a united class-based 
strategy of deskilling and Taylorism.” They argue that the fragmen- 
tation in product demand kept up the need for skill in British 
engineering. 

Robert Fitzgerald follows Melling in suggesting that welfare benefits 
and internal labour markets arose as a strategic managerial response to 
the New Unionism of 1888-89. Fitzgerald’s own evidence, however, 
does not allow this conclusion: the dock companies did not adopt this 
policy; his case study of Bryant & May, the match makers, shows that 
management had not attempted it by 1914; while in his book we learn 
that formal welfare schemes pre-dated 1889 in the gas industry.” One 
innovation which was a direct result of the New Unionism in the gas 
industry was profit-sharing, and an article by this reviewer was an 
express attempt to show the significant contribution business history 
could make to a topical debate among economists and present day 
policy makers.” The history of profit-sharing reveals its failings as a 
management strategy far more effectively than present-day surveys 
can. 
The Restoration of Pre-War Practices Act of 1919 is reinterpreted by 
Rubin as evidence not of workers’ success in winning back their 
restrictive practices but as a palliative to appease the unions and as a 
dead letter.” Changes made in the munitions industry were, argues 
Rubin, not relevant to peacetime production; employers themselves 
were all too willing to replace women with men, while, true to the 
history of labour law, the judges interpreted the Act in favour of the 
employers. ' 

In his article on labour relations on the raiłways in the inter-war 
period, Crompton attempts to deal with: changes in bargaining 
procedure, wages and working conditions, the economic condition of 
the railways, strikes, the nature of the union leadership, rank and file 
activity, inter-union rivalry, and the nature of shareholding and the 
relationship between the shareholders and the directors.” As a result 
he does none of these topics justice. The article also fails to relate the 
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railway experience to anything written elsewhere, for example, the 
literature on ‘rank and filism’. 

No such problems arise with the exemplary article on industrial 
relations in flour milling by Gospel.” He sets out to establish one clear 
proposition — that, in contrast to the assumptions of the Oxford School, 
changes in an industrial relations system can arise exogenously, for 
example, via changes in the product market. He demonstrates that the 
national system of wage bargaining in flour milling in the inter-war 
period was an extension of attempts to reduce price competition 
between firms, while in the 1950s and 1960s it was undone by the 
legislative ending of price fixing and the product diversification of firms 
like Spillers. 

Donnelly and Thoms go over familiar ground in their narrative 
treatment of management’s attempts to wrestle with the rise of shop- 
floor power in the Coventry motor industry from 1939-75." Disap- 
pointingly, they do not enter into debate with the challenging work on 
the motor industry that has come out recently. They ignore, for 
example, Lewchuk’s proposition that the change-over from piecework 
to measured day work in the late 1960s arose from management’s need 
for more control of labour after an increase in capital investment.” 


Multinationals and abroad 


In a major contribution to the nature of British imperialism in the 
eighteenth century, Bowen shows among other things that the East 
India Company stockholders were London-based bourgeoisie and not 
the landed ‘gentlemanly capitalists’ of Cain and Hopkins.* Bowen’s 
main thesis is that the extension of the empire into India was not profit- 
maximising behaviour but arose from a number of contingencies like 
the decline of the Mughal empire. This reader did wonder though 
whether the increase in dividends — from 8 per cent before conquest to 
12% per cent after — was completely unlooked for. 

Richard Hawkins’ attempts to explain how the world pineapple 
canning industry coped with the depression in the 1930s would have 
been helped by evidence of the falling prices and incomes which was the 
main problem of the primary producers in the period.” Hawkins was 
also one of those writers whose data in the text sometimes contradicted 
those in the tables. 

Finally, we end with two contrasting treatments of multinational 
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companies — one a case study and the other an exercise in econometrics 
in the special issue. In the latter Stephen Nicholas concludes that, 
contrary to the common view, British multinationals did not shift to the 
Empire in the inter-war period because it was a safe haven for the 
uncompetitive.* Using a logit model with variables based on trans- 
actions cost theory Nicholas finds that location in the Empire was due to 
‘psychic proximity, government encouragement and raw material 
advantages’. This reviewer, however, had great difficulty coming to 
terms with the assumptions of this model. The ability to manage at a 
distance, for example, is proxied by the age of the company and the 
diversity of its product range. This is tenuous enough, but why should 
this ability send a firm to the Empire rather than somewhere even more 
remote like China? 

To end on an up-beat, Cox relates in a well organised narrative the 
early years of British American Tobacco (BAT), an example of what 
Geoffrey Jones has characterised as the ‘migrating multinational’.” 
The company was formed in 1902 to stop competition and carve-up the 
world market between American Tobacco and Britain's Imperial. 
When, under the US anti-trust legislation, American Tobacco was 
broken up and forced to leave BAT in 1912, this left the British holding 
what today is our largest non-oil multinational. 
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Although by the mid-nineteenth century gas supply operations were 
among the most profitable utilities in Britain, and government was 
obliged to set maximum limits on both prices and dividends,’ in the 
early years of the industry's development commercial viability was not 
always apparent. Recently, studies have been produced which deepen 
our understanding of how gaslighting developed in various regions,’ 
and Matthews has satisfactorily explained the fall in gas prices after 
1830, but the reasons why many companies failed to record consistent 
dividends in their infancy have yet to be elucidated. This is an unfor- 
tunate gap in our knowledge of the industry, because an analysis of 
early performance can provide an interesting insight into how share 
ownership was often used to manipulate pricing and investment 
strategies. A study of the supply operations formed during the first 
phase of investment in the North-West of England will confirm that 
prominent local businessmen purchased a significant proportion of an 
undertaking’s start-up capital and consequently came to influence the 
formulation of key decisions. It is not intended that this article will form 
the basis for a general explanation of poor performance throughout 
Britain, but it will be demonstrated that one of the most important 
constraints imposed on these new businesses was the manner in which 
vested interests prevailed over broader economic considerations. 
Gaslighting as a business posed a series of new problems for manage- 
ment in the early nineteenth century, and until the 1830s and 1840s 
there was still much that contemporaries failed to grasp about the 
economics involved. In certain ways, perhaps, their actions might then 
be seen as highly rational, given the limited market for gaslighting at 
that time, and in an analysis of this kind it is essential to bear in mind any 
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evidence of economic logic in their strategies. The sources are not 
always helpful to the historian when pursuing such a course, because, 
while evidence on dividends, prices, shareholdings and management 
can be found in the company records that have survived,‘ and in 
parliamentary papers,’ detailed material on marginal or average costs 
barely exists. For this reason some of the analysis will be based on a 
deductive approach, but a clear picture still emerges to explain why 
early North-West gas companies appeared to possess little commercial 
potential. One cannot heap all the blame on management, and it is 
important to bear in mind poor performance in other regions, but in the 
North-West the links between shareholders, directors and consumers 
contributed significantly to the problems of slow growth and incon- 
sistent profitability. 


I 


The early history of gaslighting has been so well charted that there is no 
need here to go over well-trodden ground.‘ It is sufficient to state that, 
after Murdoch’s successful installation for Boulton & Watt at Phillips 
& Lee’s Salford cotton mill in 1805-07, the illuminant’s growing 
popularity was based on its undoubted superiority over alternatives 
like oil or candles in terms of price, quality and safety ‘where problems 
of smell, heat and poor ventilation did not make it unbearable’.’ 
Matthews has demonstrated that, while sperm oil costs rose fifteenfold 
between the 1720s and 1841, coal prices fell by approximately one- 
third," and as most of the gas produced in the nineteenth century came 
from the latter then it had a significant advantage over its rivals.’ Once 
Samuel Clegg had been able to design a technically-viable public supply 
system, and implement. his ideas in 1813-14 as resident engineer for the 
world’s first public supply company, the Chartered Gas Light & Coke 
Co. of London,” towns all over the country soon attempted to copy the 
capital’s example. The North-West of England, with its expanding 
towns and booming cotton and engineering industries, was a conducive 
environment within which the new industry could flourish, given that 
factories, shops, taverns and streets were the main users of gas, and by 
1826 19 of the region’s towns had been lit by 21 separate gas companies. 
Table 1 lists the 18 undertakings which will comprise our sample. 
There are certain features of Table 1 which require further elabo- 
ration, in particular its failure to include the operations at Manchester, 
Salford and Chorlton. The most obvious ommission is that of Man- 
chester, the region’s largest undertaking up to 1848,” but as this study is 
principally concerned with the implications of private control over 
public utilities, and as that town’s Police Commissioners created their 
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TABLE 1 
SAMPLE OF EARLY NORTH WEST GAS COMPANIES 


Price in 
Town Yearof Capital by First 1830 
Creation 1826 (£) Dividend (shillings) 
1815 17,100 1821 12/6 
Liverpool (coal) 1815 50,000 1819 12/6 
817 n.a. 1822 10- 
Chester 1817 13,700 1821 8/6 
Bolton 1818 15,000 1823 10- 
Blackburn 1818 13,120 1823 10- 
1819 1,300 n.a n.a. 
Warrington 1820 15,000 1830 12 
Stockport 1820 15,000 1824 n.a. 
Wigan 1822 12,500 1825 12- 
1823 12,000 n.a. n.a. 
Liverpool (ail) 1823 40,000 1830 _ 
823 5,400 1877 8⁄9 
Kendal 1824 6,000 1827 12/6 
Ashton 1824 30,000 1829 10/6 
Oldham * 1825 48,000 na. 124 
Lancaster 1826 8,000 n.a. n.a. 
Heywood 1826 2,700 n.a n.a. 


Notes: n.a. = not available 
* Oldham’s company supplied both gas and water. 

Sources: Returns from Gar Companies entablished by Act of Parliament m the United 
nun (pp. 1847, XLIV), and information available company 


own gas supply in 1817,” it must be excluded from our survey. The 
other two suppliers were actually private ventures, but in Salford’s case 
it was a partnership which endeavoured to supply only a limited area of 
that town,” while the Choriton business was a subsidiary of London’s 
Portable Gas Co.” In neither case is much known about their manage- 
ment strategy, and like Manchester they do not fit neatly into the 
sample of privately-managed companies. | 

Another aspect of Table 1 which needs some explanation is that the 
total amount of issued capital (£289,820) understates the actual level 
of investment. It is extremely difficult to be precise here, because 
companies frequently ploughed back their undistributed profits into 
the business, but by 1826 a total of approximately £421,415 had been 
invested in the North-West gas industry, £355,401 of which was spent 
on our 18 companies.” Comparable figures for other industrial regions 
are not available,“ and those produced for the country as a whole are 
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unreliable. Falkus has calculated that by 1826 a total of £3.15 million had 
been spent on United Kingdom gasworks,” but as Rowlinson points out 
this must be a serious underestimate because, for example, only 
£1,744,500 has been allowed for the 13 largest towns, while the London 
companies alone had already spent £1.5 million.” This demon-strates 
how much larger the capital’s gas industry had grown by this time, but it is 
impossible to say more than that the North-West was at least as well 
served as any other provincial region by 1826. 

Even though gaslighting was becoming an essential component of 
urban life in the major North-West towns, however, it is important to 
emphasise that outside Liverpool (and Manchester)” the individual 
supply operations experienced some difficulties when they attempted to 
stimulate demand. Information is not always readily available, but while 
Liverpool Gas Light Co. was able to increase its gas sales from £4,755 to 
£27,137 between 1818 and 1830,” even the larger companies at Preston, 
Bolton and Blackburn had annual sales of just £5,288, £5,182 and £2,824, 
respectively,” by the end of our period. Naturally, the Liverpool com- 
pany’s market was potentially larger than those of its North-West coun- 
terparts,” but the latter were recording much lower sales growth and it is 
possible that, as we shall see later, one of the explanations for this was the 
imposition of serious constraints on success by management’s pricing and 
investment strategies. 

The information on prices provided in Table 1 must be treated with 
some caution. One must note in particular that the evidence is taken 
from estimates given in the 1847 parliamentary return,” while in fact 
prior to 1830 companies charged their customers a fixed quarterly sum, 
payable in advance, based on the number of lights in use. This system 
was forced on management by the mefficient nature of contemporary 
gas meters, and only in the 1830s did accurate measuring instruments 
come available. Matthews has argued that one of the major problems 
affecting early gas companies was the ‘wastage’ caused by the method 
of estimating consumption according to the number of lights in use,” 
and, as we shall note later, clearly this was one further problem with 
which North-West gas companies had to deal in making the business 
commercially viable. It will also become clear how management 
frequently reduced prices for large consumers, making it difficult to 
accept the evidence in Table 1 as a realistic view of actual charges. ` 

A final point worth making at this stage about these 18 North- 
West companies is that, while most hired contractors who had gained 
experience of designing gas plant while working in London, the busi- 
nesses were all promoted by local people to serve a particular town. 
Falkus has emphasised the importance of specialist contractors in 
diffusing the benefits of London’s pioneering work,” and of the 18 
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companies only the smaller ventures at Burnley, Chorley, Lancaster 
and Heywood were built without the direct or indirect assistance of 
these gas engineers. At the remainder engineers like John Grafton 
(Preston, Manchester and Stockport), Samuel] Clegg (Chester), James 
Hargreaves (Liverpool and Macclesfield), John Malam (Wigan, 
Rochdale and Oldham) and the Barlow Brothers (Warrington) were 
responsible for constructing the works.*% At the same time, though, 
once the system had been inaugurated, the local promoters were left 
with the task of managing the business, and both their inevitable 
inexperience with the intricacies of gas supply and their particular 
strategic aims combined to limit the growth potential in gas supply in 
the early years. This subject we shall return to later, but it is also 
important to state that only in Liverpool did companies face effective 
competition from a rival supplier at this time,” giving directors some 
leeway when formulating pricing policy. The state rarely intervened in 
such matters until the 1840s,* and so most North-West gas companies 
became local monopolies which were very much a law unto them- 
selves.” 


II 


The pattern of North-West gas company creation and financing 
conformed closely to a common set of procedures which, largely as a 
result of canal investment, were well established by the early nine- 
teenth century.” In this context, there was very little to distinguish gas 
supply undertakings from the other utilities emerging at that time. It 
was principally a matter of assembling prominent local businessmen 
and professional people at a public meeting, and distributing a sub- 
scription list after explaining the merits of the scheme. These highly 
informal, localised methods of raising money for provincial joint stock 
companies proved extremely successful, and even though the contacts 
were usually forged in coffee houses and taverns, and an attorney acted 
as the subscription agent, North-West gas undertakings were able to 
satisfy their constant need for capital by recruiting the support of their 
fellow-townspeople. In general, as the Blackburn Mail noted of that 
town’s inaugural gas company meeting, the promoters ‘met with no 
difficulty in procuring subscriptions’,” and there is no evidence that any 
of the businesses were prevented from initiating a service by local 
antipathy. This is extremely revealing, because one of the most con- 
sistent characteristics portrayed by the early public supply ventures was 
their failure to pay dividends. 

Although Clegg and his engineering team had produced a technically 
viable system for the Chartered Co. by 1814, it was 1817 before that 


208 BUSINESS HISTORY 


pioneering venture paid a dividend,” while its main rivals, the City of 
London and Imperial companies, failed to record a dividend in their 
first ten years of trading.” As King claimed later, ‘in the commence- 
ment of their history, gas companies were by no means commercially 
successful’, and Table 1 confirms the point that this trend was not 
confined to London. North-West companies actually took on average 
four years to produce their first dividend. In time, of course, gas shares 
earned a reputation as both lucrative and consistent investments,” but 
in the early years ‘original shareholders ... were afforded a sufficient 
opportunity of exercising those virtues, so necessary for men who 
embark in trading enterprise ... faith and patience’.* This brings up the 
interesting question of why promoters were so successful when selling 
their first share issues. If they could not hold out the realistic promise of 
an immediate return on investments, how did they persuade prominent 
local businessmen to purchase risky equities? The answer, of course, 
lies in a more detailed analysis of shareholders’ motivations, because 
they were clearly not investing for the dividends. 

In the late eighteenth and early nineteenth centuries, investing in 
joint-stock companies was usually associated with speculation.” Ward, 
for example, has concluded of most canal investment that the share- 
holders were ‘inspirited by the enormous profits (30 and 40 per cent) 
made by the proprietors of old canals’,* while railway companies were 
similarly regarded as an opportunity to reap rich rewards.” This kind of 
motivation might be labelled ‘speculative’, and one can distinguish this 
from ‘strategic’ investment, which has benefits of a more indirect kind. 
Clearly, manufacturers, merchants and retailers, who provided the 
bulk of the capital for canal and railway companies, would have been 
aware of the ‘strategic’ impact of improved transport facilities,” but in 
the main they were motivated by ‘speculative’ reasoning. In the case of 
North-West gas companies, it would appear that the reverse was the 
case, and an examination of shareholders’ occupations will help to 
illustrate the point. 

Unfortunately, relatively little evidence on early North-West gas 
company shareholdings has survived, but Table 2 provides an analysis 
for five of our sample. Classification of occupation is based on principal 
economic function within the particular town covered, placing the 
large land-owning manufacturers, merchants and bankers in sections 
1, 2 or 3, respectively, rather than in section 4. It is also important to 
note that tradesmen like ironmongers and watch-makers have been 
placed alongside shopkeepers in the ‘Retailers’ category of section 2, 
because both their income levels and consumption of gas would have 
been similar. The ‘Miscellaneous’ category in section 3 refers to a wide 
range of occupations, including teachers, military personnel and 
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agents, and great care has been taken to ensure that, along with 
prominent businessmen, bankers and attorneys, any use of the title 
‘Gentleman’ has not resulted in automatic inclusion in section 5. Trade 
directories and local histories have been consulted extensively to 
determine this occupational breakdown, an exercise facilitiated by the 
high level of geographical concentration exhibited by shareholders. In 
fact, on average 95 per cent of the shares in each company were held by 
people who either lived or had a business within the distribution area of 
that supplier,“ demonstrating how keen locals were to support their 
own utility. 

The evidence presented in Table 2 suggests a close correlation 
between the use of gaslighting and the purchase of gas shares. It is 
important to remember that until the 1840s there were three main 
markets for gaslighting: firstly, the retailing, public house and office 
sectors; secondly, the growing number of factories and workshops; and 
thirdly, street lighting. The larger homes of wealthy inhabitants were 
frequently connected up to the mains from the outset, but domestic 
demand would have come a very poor fourth on the list of markets, and 
only around mid-century did it even begin to expand. In fact, it was the 
retailing sector which remained the largest market for gaslighting 
throughout the nineteenth century, providing suppliers with an 
expanding market which was rarely affected by the trade cycle. 
Demand from manufacturers could fluctuate drastically during times 
of economic depression, but shopkeepers usually took gas whether or 
not local industry was booming. At the same time, with the obvious 
exception of Manchester, no North-West undertaking received any 
financial support from their local authority, and consequently the first 
two markets were the focus of promoters’ attentions when looking to 
raise capital. Consequently, if ‘strategic’ motives were to predominate 
among shareholders then one would expect sections 1 and 2 of Table 2 
to- account for most of the equity, and as the final columns reveal in this 
we are not disappointed. The ‘Manufacturers’ and ‘Services’ actually 
purchased 62.5 per cent of all the shares issued, and at Blackburn and 
Warrington they contributed as much as 71.4 per cent and 72.2 per 
cent, respectively. These businessmen wanted gaslighting for their 
premises, and they were willing to purchase what were generally 
regarded as unremunerative equities in order to ensure that a local 
supply undertaking could be launched. 

If it is possible to ascribe ‘strategic’ motives to the decisions of 
manufacturers, merchants and retailers when buying gas shares — and 
we shall return to this subject again in the next section — then it is much 
more difficult to be precise about the reasons why sections 3, 4 and 5 
invested in these companies. In two cases, at Preston and Chorley, 
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‘Professions’ even purchased more shares than ‘Manufacturers’, while 
overall section 3 accounted for 26.6 per cent of all issues. This feature is 


perhaps surprising, but it can be explained not only by the desire of 
attorneys, bankers, priests and doctors to use gaslighting on their 


company’s subscription agent, bringing the legal profession into the 
venture. 

Even among a community’s professionals, then, ‘strategic’ rather 
than ‘speculative’ motives were apparent, reflecting their desire to 
bring the benefits of gas lighting to both their town and their own 
premises. In the cases of farmers and unoccupied ladies and gentlemen, 
it is more likely that they would have been interested in the financial 
potential of joint stock company shares, but as we noted earlier in this 
capacity gas shares were a long-term investment and these rentiers 
would have been disappointed with the early returns. 

Deducing the motives for investing in gas companies from share- 
holders’ occupations can provide us with an interesting insight into the 
relationship between ownership and gas consumption, but of course 
the case remains far from proven unless more positive links between 
the two are demonstrated. In the first place, the background of early 
directors must be considered, along with the extent to which share- 
holders pressured management into paying dividends. One must also 
understand both investment strategy and Pricing structure as a means 
of identifying the source of any possible influences on a board’s 
decision-making. In this way, a more detailed understanding of owner- 
ship, management and company policy emerges, bringing to the 
fore just how strong were the ‘strategic’ motives determining share 


It is by no means a coincidence that, while ‘Manufacturers’ and 
‘Services’ accounted for 62.5 per cent of the capital issued by the five 
companies analysed in Table 2, these two groups contributed 69.2 per 
cent of the 146 directors in 14 North-West gas company boards.“ The 
largest single category was textile manufacturers, at 21.9 per cent, 
‘Retailers’ came second with 15.7 per cent, and ‘Other Merchants’ 
third with 12.3 per cent.“ Indeed, the occupational analysis of directors 
bears a close resemblance to that of Table 2, with ‘Professions’ provid- 
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ing 24 per cent of the former, compared to 26.6 per cent of the latter. 
Share ownership was simply being converted into representation as a 
group on the board, and consequently influence over vital aspects of 
company policy was granted to those with a vested interest as both 
consumers and shareholders. Interestingly, though, directors in the 
early years were prone to act in the interests of the former, rather than 
the latter, and the more gas one consumed the better treatment one 
received. 

Before we go on to examine the way consumers were treated by 
North-West gas companies, it is interesting just to note how share- 
holders dealt with the reluctance of boards to distribute dividends in the 
early years. In fact, most companies were making small profits by the 
second year of trading,” but as we noted earlier the average delay 
before dividends were paid was four years, and in the meantime 
directors were ploughing back these surpluses into the business. Self- 
finance, of course, was an ubiquitous feature of British business in this 
period, and the large and small businessmen who dominated gas 
company boards clearly brought these practices into the industry. 
More importantly, though, there is no evidence in reports of annual 
general meetings that shareholders objected to the reinvestment of 
profits, further substantiating our thesis that gas shares were not 
purchased for ‘speculative’ reasons. The management at Blackburn 
even went as far as to claim in 1819 that ‘the company was originally 
intended more as an accommodation to the public, than to put an 
extravagant profit into the hands of the proprietors’,” and in similar 
fashion Preston’s board stated that ‘one of the principal designs of those 
who first projected the establishment of the company was to confer a 
public benefit on the town’.® If we bear in mind the qualification that 
‘public’ and ‘town’ were loose euphemisms for ‘business community’ 
then it becomes clear that early North-West gas companies were Dever 
intended as ‘speculative’ projects, the bulk of the capital coming from 
local business and professional people interested in securing a regular 
supply of gas. 


HI 


The creation of gas companies for ‘strategic’ reasons can only be 
ultimately accepted once the early investment and pricing policies are 
analysed, and it is clear that local businessmen were investing in these 
ventures, and consequently taking influential positions in senior 
management, for mainly selfish ends. This was particularly the case 
with the manufacturers, because not only did they comprise the largest 
single category of directors (26 per cent), their local prominence also 
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ensured that they became the most influential voice in gas company 
decision-making. As Joyce has noted, by the early nineteenth century 
the industrialists of the North-West ‘led local society by divine right of 
precedence’,” giving them a firm power base on which to exploit their 
potential ability to manipulate pricing and investment strategy. In this 
context, despite accounting for 43.2 per cent of our sample’s directors, 
‘Services’ were obliged to take a back seat in the formulation of policy, 
even though shopkeepers and publicans were also the largest group of 
consumers. 

To demonstrate the central role played by manufacturers when 
North-West gas companies were considering where to lay their first 
mains, it is interesting to see that in most cases cotton mills acted as 
natural staging posts. Bolton Gas Light Co.’s first experimental trial in 
1819 was actually conducted on the premises of Dixon & Smith, one of 
the town’s largest cotton manufacturers, and in 1820 the mains system 
was extended to connect similar establishments at opposite ends of the 
town.” This was very close to the pattern of growth pursued at Preston, 
with Horrockses’ works receiving the first supply in March 1816, and 
thereafter mains being provided for all the town’s major cotton 
businesses.” Indeed, with one exception,“ by 1830 all this company’s 
branch mains terminated at a cotton mill. The Blackburn Gas Light Co. 
even decided to build a second gasworks in 1825 because due to ‘the low 
situation of the cotton factories at the bottom of King St., the company 
are unable to supply such factories with gas to the satisfaction of their 
proprietors’.* Ashton-under-Lyne’s gasworks was also built at the 
heart of the town’s manufacturing district, within sight of 14 cotton 
mills and two foundries,” reflecting the desire of the six industrialists on 
the board to ensure that their investment in a gas company was used 
most effectively.” 

Not only were manufacturers usually the first to receive a continuous 
supply of gas from the local utility, they were also usually provided with 
incentives to remain as loyal customers. These incentives took the form 
of substantial discounts for bulk consumers, a feature of most price 
schedules which gave rise to much debate.* The first price schedule to 
be formulated in the region was at Preston, where after detailed 
negotiations in 1816 with the town’s leading cotton manufacturers, 
Horrockses, it was decided that, while a standard price of £0.75 per 
thousand cubic feet should be charged to small consumers, those taking 
more than 20 lights should be granted a 43 per cent discount on 
cockspur lamps and a ten per cent discount on the larger argands.” 
Prices were later reduced to £0.6214, and the directors explained that 
this decision was made ‘in consequence of an understanding made with 
the proprietors of factories at the time the prices of the lights were 
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advertised that if at any time the [directors] could with propriety 
diminish the charges for lights they would do so’.© This confirms the 
influence of Horrocks and his fellow cotton manufacturers over a 
crucial instrument of management strategy at Preston, and clearly they 
were not alone in achieving such a powerful position. 

The discount system became a standard feature of most North-West 
gas company price schedules, and manufacturers vigorously defended 
their right to such generous treatment. As one of their number, Alfred 
Reyner, noted when giving evidence on the Bill to amend the powers of 
the Ashton-under-Lyne Gas Light Co.: If I were to find the price 
charged to me was such that the shopkeepers had it at the same rate, I 
would put down my own gasworks; ‘the large discounts allowed to me, 
however, makes me take my gas from the company’.“ It should be 
emphasised that Reyner was also the company’s largest shareholder 
and a director, illustrating again how policy was determined in the 
interests of the manufacturing sector. In effect, smaller consumers in 
this town paid one-third more for their gas, compared to those whose 
annual bill exceeded £500, giving manufacturers a significant incentive 
to remain loyal to the company. 

Among the implications which Johnes and Clegg drew from this 
situation were that, as prices charged to small consumers remained so 
high, this was acting as a significant obstacle to any further increase in 
sales.“ Given the sluggish growth in North-West gas sales described 
earlier, this conclusion appears to have a general application to the 
North-West as a whole, emphasising the consequences of the policies 
pursued by industrially oriented boards. Thereafter, gas companies 
realised that the elasticity of demand for gaslighting was extremeły 
high, and assisted by falling costs and improvements in monitoring 
consumption, they were able to reduce prices and stimulate growth in 
the market.” This awakening to the tremendous potential in their 
business took some time, however, and in the meantime North-West 
gas company performance was at best inconsistent, and at least a failure 
to capitalise on the potential demand for this new form of artificial 

The bias in North-West gas company strategy towards large con- 
sumers was an inevitable consequence of the ownership and manage- 
ment structures of these businesses, and to substantiate the point 
further one can examine in detail the economics of gas supply. To a 
large extent, of course, gas companies were acting rationally when 
pursuing this kind of investment strategy, because while there is an 
unattributable element in the construction of a supply network 
expansion was dependent upon the marginal costs of connecting up 
new consumers. Laying mains and installing or supplementing both 
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production and storage capacity was an expensive business, and as 
marginal costs were so high it was important that a guaranteed source of 
custom Hke a mill should be assured initially as a means of recouping 
any investment.“ Once a system had been established it was relatively 
cheap to install branch pipes as means of feeding new consumers 
located off the principal mains, keeping marginal costs low and provid- 
ing the basis for a reduction in average costs as consumption rose. On 
the other hand, it would have been possible to connect up most of the 
early gas consumers (retailers, publicans and offices) from the mains 
supplying gas for street lamps, because the two markets were in close 

Acquiring a contract to light the streets was seen as an essential 
starting-point for North-West gas companies. It was vital, of course, 
because only by securing local authority approval for laying mains in 
the public highway could a business supply its customers, and although 
only a few streets would be lit initially these were in the middle of the 
town where most shops, taverns, coffee houses and offices were 
located. Johnes and Clegg claimed that street lighting was usually 
provided at a subsidised price, to secure the goodwill of local council- 
lors or improvement commissioners and prevent the emergence of 
opposition to a company’s monopoly,“ but having laid these mains a 
company would be assured of a base load from the street lamps, while at 
the same time keeping under control the marginal costs of connecting 
up their main consumers in the retailing sector. In this way a three-tier 
price structure emerged, with local authorities receiving gas at or below 
cost, large consumers benefitting from a discount on their bills, 
and the remainder paying a higher, standard price. It is entirely 
understandable why street lighting should be supplied at such low 
prices, given the need to ensure access to the local market, but the 
economic justification behind a discount system remains questionable. 

Notwithstanding the existence of mains supplying street lighting, if 
one considered the economic viability of charging factories a cheaper 
price than retailers or publicans then it would be dangerous to accuse 
gas company directors of bias. Not only was the average price of 
supplying large consumers much lower, the company could also ensure 
that the marginal costs of expansion were kept within managable limits. 
Furthermore, as Reyner threatened at Ashton, substantial manu- 
facturers posed a threat to any company’s monopoly, forcing down 
prices to the point where markets would not be contested. These were 
important considerations for any board of directors in the early nine- 
teenth century, yet, just as with street lighting, which lasted between 
September and March,“ mills did not take gas for five months of the 
year. One must also note that demand from manufacturers was much 
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more vulnerable to swings in the trade cycle, while retailers rarely cut 
consumption at times of high local factory unemployment. In effect, 
then, a substantial proportion of a company’s gas plant was allowed to 
lie idle for almost half of the year, or longer in the case of an economic 
depression, while the smaller consumers in retailing, who took a supply 
all year round, were obliged to pay higher prices. This brings into 
question the economic viability of the investment and pricing policies 
outlined earlier, because the average cost of supplying a consumer who 
only took gas for part of the year must inevitably be higher. On top of 
this, the proximity of most potential consumers to the street lighting 
network further undermines the rationale behind the strategy of 
favouring large manufacturing consumers. It is consequently not sur- 
prising, then, that the early performance of most North-West gas 
companies was so disappointing when one considers that their pricing 
and investment policies were so biased towards the seasonal demands 
of factories and street lighting in the first years of trading. 

It is interesting to note that the most successful and largest private gas 
company was the Liverpool coal-gas operation. This venture was 
already producing regular ten per cent dividends from 1824, having 
made its first payment after just three trading years.” The Liverpool 
market for gas was dominated by retailers and publicans,“ and 
although some factories were taking a supply the company did not offer 
any discounts to large consumers.® Liverpool Gas Light Co. (and 
Manchester) was exceptional in this context, but even though its 
operations were on a much greater scale than its North-West counter- 
parts the prices it offered up to 1830 were no lower than those prevailing 
in other towns. Indeed, as Table 1 indicates, the Liverpool Gas Light 
Co.’s prices were among the highest in the region, and only after the 
rival Liverpool Oil Gas Co. converted to coal-gas production in 1834 
did they begin to fall.” It was the ability of a monopoly coal-gas supplier 
to exploit the rapid expansion in demand for gaslighting from the city’s 
retailers and publicans which kept coal-gas prices at such a high level for 
so long,” and in consequence the company does not bear comparison 
with the other ventures in our sample. One should also note that, in 
common with the Liverpool Oil Gas Co., the Liverpool Gas Light Co 
board was dominated by merchants and professional people,” freeing 
the ventures from the pressures felt by most North-West gas companies 
to pander to industrial consumers. 

In the main, then, and especially outside Liverpool, local manu- 
facturers were able to influence the investment and pricing strategies of 
their town’s gaslighting utility. Even though shops, taverns and offices 
consumed gas on a much more regular basis, and in spite of their 
predominance in the consumers’ register,” their interests were 
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neglected because manufacturers determined the main outlines of 
policy. Some contemporaries were extremely critical of this situation, 
arguing that it kept prices too high,* but the authorities were powerless 
to intervene in company strategy unless local government was willing to 
acquire the utility, and in the North West this solution only gained in 
popularity from the 1850s.” In the first phase of construction private 
enterprise was seen as the natural vehicle for introducing a gas supply, 
and with the obvious exception of Manchester only in the provision of 
street lamps could local government have much influence. 


IV 


It would be unrealistic to blame manufacturers for all the problems 
experienced by North-West gas companies in this first phase of invest- 
ment, and one must remember that most supply operations in both 
London and the provinces endured long gestation periods. A host of 
managerial and technical difficulties were encountered by all under- 
takings in this period, many of which were beyond the control of early 
directors. As the Preston Gas Light Co. board noted in 1820, when 
justifying the failure to pay a dividend after four years in business, ‘the 
experience of persons the best acquainted with the business of these 
establishments was extremely limited for a considerable time after the 
formation of the company’.* One might also add that perhaps a 
more serious problem was the inability of management to monitor 
consumption accurately, because until the introduction of reliable 
meters in the 1830s gas was paid for on a contractual basis,” and 
many customers undoubtedly took more than their allotted quota.” 
Matthews has shown that one of the most important reasons why gas 
prices fell after 1830 was the reduction in ‘wastage’ made possible by the 
accurate recording of actual consumption, confirming that in the first 
years the rental system failed the companies badly.” Nevertheless, in 
the North-West at least, such general difficulties were exacerbated by 
the investment and pricing policies pursued by boards which were 
industrially-oriented. Liverpool Gas Light Co. (and Manchester’s 
undertaking)” demonstrated how it was possible to perform admirably 
by exploiting the shop, tavern and office markets effectively, supplying 
these consumers at standard prices from the mains laid initially 
for street lights. Of course, it would have been irrational had the 
companies neglected mills as consumers, and the manner in which 
industrialists dominated boards made this impossible, but on the 
evidence produced at Liverpool and Manchester the retailing and 
office sectors were more reliable and lucrative markets. 

. In the final analysis, North-West gas undertakings were formed and 
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financed to bring the new artificial light to individual communities, and 
as ‘strategic’ motives lay behind the involvement of most investors 
they were achieving their aims if a technically viable business was 
established. This must be regarded as vindication for their actions, and 
in securing access to a regular supply of gas the shareholders were 
reaping the indirect gains from their investments. After 1830 a highly 
profitable industry emerged in the North-West which took extensive 
advantage of the elasticity of demand for its product, bringing direct 
financial benefits which were not initially anticipated. This was a 
significant phase of expansion, but it is interesting to note that it was 
master-minded by a new breed of professional gas engineers who 
wrested the formulation of company policy from boards of directors. It 
was an important new stage in the gas industry’s development, and 
further work needs to be done on the relationship between a changing 
management structure and company strategy as part of the explanation 
for the post-1830 expansion.” Initially, though, North-West gas 
companies were dominated by industrial interests, and this was at least 
one of the principal reasons why the industry failed to exploit the full 
potential of its position as the cheapest artificial illuminant available for 
commercial use. 
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Falkus, ‘Early P, pp.230-4. See also S. Everard, History of the Gas 
Light & Coke Co. (1949). 

This status was altered when the two ] companies to the 
Liverpool United Gas Light Co. in 1848. S. Harris, Tke Development of Gaz Supply 
on North Merseyside, 1815-1949 (Liverpool, 1956), p.59 

Seo T.M. Mitchell, What Manchester Did Yesterday (British Gas North-Western, 
1987). 


Liverpool City Library (Acc.2103), and the latter's can be found in Lancashire 


ented verbatim in W.Ac Abas, Fir of he Blackbur Gat Light Co 


Perspective , P. 
In 1831 Liverpool’s population was 165,175, p ae 091 In Blackburn, 33,112 
in Preston, and 41,189 in Bolton. 


. When the first companies were established the typical price charged was £0.75 per 


thousand cubic feet. 
‘Laissez-Faire and the London Gas Industry’, p.250. 


. Matthews, 
. Falkus, ‘British Gas Industry’, pp.505-508. 


Harris, Development of Gas Supply, pp.29-57. 


On Ait of government controls in this period see Chantier, British Gas 


Industry, Ch.3. 


. One cannot describe nineteenth century gas companies as ‘natural monopolies’ 
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Corporation Finance, 1775-1850 (Baltimore, 1936). 
Blackburn Mail, 21 Jan. 1818. Í 
Everard, Gas Light & Coke Co., pp.1-25. 
T. Newbigging & W.Fewtrell (eds.), King’s Treatise on the Science and Practice of 
the Manufacture and Distribution of Gas (1878), p.48. 
Ibid. 
Chantler, British Gas Industry, pp.66-67. 
Abram, History, p.3. 
B.C. Hunt, Development of the Business Corporation in England, 1800-1867 
(Cambridge, MA, 1936), pp.3-29. 
10), pds ý š ' 
, p.135. 
S. Brosdbridge, Studies in Railway Expansion and the Capital Market in England, 
1825-1873 (1970). 


. Ibid., pp.130-135, and Ward, Finance of Canal-Building, p.126. 
š The proportion of shares held by people living outside a 


company’s area 
were: Blackburn 2.4 per cent; Preston 5.3 per cent; Bolton 3.6 per cent; Warrington 
8.2 per cent; and Chorley 5.4 per cent. 
This story is told by K. Eastwood, Preston Gas Light Co.: A Story of Faith and 
Determination (British Gas North Western, 1988). 


. Clegg, Bolton Gas Co., pp.1-7. 


. Abram, History, p34. 
. The companies excluded this analysis, due to a lack of information, are those at 


Stockport, Burnley, Lancaster and 


Heywood. 
š Twelve of the 18 ‘Other Merchants’ sat on the Liverpool Oil Gas Co. board. The two 


categories of manufacturers accounted for 26 per cent of the 146 directors on these 
14 boards, while ‘Services’ provided 43.2 per cent. 


This was the main connected to Fr. Dunn’s presbytery. Ibid. 
in Abram, History, p.39. 
. Harrop, Nineteenth Century Housing in Ashton’, pp.34-5, in S. Harrop and 
_A. Rose (eds.), Victorian Ashton (Tameside, 1974). 
board had 11 directors. Ashton Gas Act, Cap.cci, 1847, p.19. 
Report on the Existing System Towns with Gas, by Messrs. Johnes and 
, (P.P. 1847, XXI), pp.96-7. 
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Ibid., pp.96-9. Further examples are difficult to find for this period, but in 1841 the 
larger consumers in Warrington paid just £0.25, while the smaller consumers paki 
£0.42. See J. Paterson, Brief Sketch of the History of Gas Lighting in Warrington 
(Warrington, 1879), p.8. 
Matthews, ‘Laiseez-faire and London Ges industry’, pp.246-57. 
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The consumer actually paid for the pipes and fittings installed on his premises, but 
everything else was installed by the company. 

General Report (P.P. 1847, XXII), p.97. 

Many local authorities also insisted on a reduced supply when a full moon was due. 
Harris, Development of Gas Supply, pp.34-42. 

Figures for the earlier period are not available, but by 1847 retailers and publicans 
accounted for 68.3 per cent of the 10,710 consumers connected to this company’s 


There were also 141 factories taking a supply by 1847. Ibid. 


from Gas Companies (P.P. 1847, , p.380. 
Gas Co. 


people. Harris, Development of Gas Supply, pp.10-11, 30. 
In Liverpool consumers were known as ‘the shopkeepers’, according to Rowlinson, 
thesis, p 


. Ibid., p.74. Information on the earlier period is hard to find, but see Harris, 


Development of Gas Supply, pp.8—42 for a review of progress. 

Although Manchester was municipally-owned as carly as 1817, by 1850 there were 
slice S aus lin bp Noe Weer eo: 
Preston Gas Light Co. board mmutes, 30 April 1820. 


. Consumers paid a fired sum per quarter, in advance, besed on the number of lights 


installed, giving rise to a most unreliable system of estimating consumption. See 
Preston Gas Co., pp.28-9. 

Matthews, ‘Latesez-faire and the London Gas Industry’, pp.250-S3. 

Directors frequentty complained, as they did at Blackburn, about the ‘very great 

abuse in the consumption of Gas which is practised by many of the consumes, by 

burning much later than the hour contracted for’. Quoted in Abram, History, p.27. 


. The Manchester undertaking was just as profitable as Liverpool Gas Light Co., and 
Mitchell, 


it employed the same policy of charging . standard price to all consumers. 

What Manchester Did Y. 

Matthews, ‘Laissez-faire and the London Gas Industry’, does not take into 
consideration this qualitative aspect to the improved performance of gas companies 
after 1830, but there is certainly a better understanding of the business exhibited 
in the strategies pursued by these engineers which brings the companies more 
consistent rewards. 


British Businessmen as Wealth-Holders, 
1870-1914: A Closer Look 


HARTMUT BERGHOFF 
Bielefeld University 


This article sets out to challenge three hypotheses put forward by W.D. 
Rubinstein in his various studies on wealth-holding in Britain. His theories 
are tested with the help of biographical data on 1,328 entrepreneurs from 
Birmingham, Bristol and Manchester who were in business between 1870 and 
1914. This material suggests that in each of these big provincial towns a group of 


among -generation businessmen 
able doubt on Rubinstein’s attempted refutation of the Weber-hypothesis. 


Within the last ten years no other contribution to the social history of 
nineteenth-century Britain has been discussed as widely and largely 
affirmatively as W.D. Rubinstein’s study on millionaires and hat- 
millionaires.’ Today one hardly finds any recent publication on the late 
Victorian and Edwardian upper and middle classes that does not refer 
to this fascinating and methodically innovative work.’ In this article I 
will take a close(r) look at three of Rubinstein’s main hypotheses: first, 
his concept of a general inferiority in financial power of provincial 
businessmen in comparison to metropolitan ones; second, his sug- 
gestion of a fundamental dichotomy within the English upper-middle 
classes along the Ime of industry versus commerce and finance; 
third, Rubinstein’s ‘refutation’ of Max Weber's theory of ‘ascetic 
Protestanism’. 

In this article, I am going to compare Rubinstein’s findings with the 
results of my collective biography of 1,328 provincial businessmen 
from Birmingham, Bristol, and Manchester who were active between 
1870 and 1914. This sample was compiled by the use of two roughly 
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equivalent yardsticks: wealth and fame. An estate of more than 
£50,000 (£40,000 in Bristol) served as a parameter for the first 
criterion. Access to this key information was obtained mainly by 
studying the ‘Recent Wills’ columns of local newspapers and double- 
checking all entries in the probate registers. 

As my interest extends beyond wealth to the general character of the 
wholé upper strata of the local business communities, an analysis of 
local biographical material was made to fulfill the second criterion of 
fame. By doing so I tried to reconstruct the group of businessmen who 
would fit J.M. Lee’s description of ‘social leaders’, which basically 
means that they were able to exert a considerable influence over the 
whole local community by the sheer power of their social standing and 
public esteem.‘ In tracking these persons I had to rely on the assessment 
of contemporary journalists, authors and editors, namely on their 
decision to mclude certain people in publications like ‘Bristol Worthies 
and Notable Residents’, ‘Leaders of Trade and Commerce’, ‘Lan- 
cashire Leaders’, local ‘Who’s Whos’, ‘Men of the Period’, and 
‘Captains of Industry’, as well as on their decision to exclude others. 
Their subjective judgement to treat and describe certain businessmen 
as notabilities obviously does not of course guarantee completeness or 
social homogenity within my sample, but can only serve as a rough 
guide to distinguished and highly respected local entrepreneurs.’ 
Therefore, I consulted printed albums and biographical series whose 
prime purpose was to present various members of local élites usually 
with a picture, a short curriculum vitae and other personal information.‘ 
These publications mirror the specific middle-class need for self- 
portrayal and mutual social recognition. At the same time their lavish 
format bears witness to the high degree of bourgeois self-confidence 
which was cultivated among urban élites. Either being listed in any of 
these publications or possessing sufficient wealth qualified for entry in 
my sample. As a second step, obituaries, directories, newspaper 
articles and series of cuttings, lists of municipal office-holders and 
all other easily accessible sources were used in order to gather as 
many biographical data as possible. After collection all information 
was computerised and evaluated in various ways (such as frequency 
analyses, cross-tabulations and correlation tests). 


I 


According to Rubinstein, ‘the centre of wealth-making in nineteenth- 
century Britain was London rather than the industrial towns of the 
north’.’ He tries to prove this point by contrasting the London and 
provincial numbers of non-landed millionaires and half-millionaires. 
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THE WEALTH STRUCTURE OF LONDON AND PROVINCIAL BUSINESSMEN 





Probates Prov. Busmeesnen Big Prov Bankers 
in £°000 1870-1914 Indust. only 1890-1914 
under 50 43.4% 23.4% 20.9% 
50-100 22.3% 15.0% 17.9% 
100-250 22.6% 30.0% 30.5% * 
250-1 ,000 9.9% 23.3% 23.3%, ** 
1,000 + 1.9% 8.3% 7.4% 
ae ee 
Persons 1,037 180 407 


Notes: * £100-300,000 
** £300,000-1 million 
The left column, Provincial Busmezsmen, refers to all members of my sampic, 
i.e. big industrialists (more than 1,000 employees), manufacturers with a smaller 
, merchants, factors, agents, businessmen in insurance, finance, 
and other services. The middle column, Big Provincial Industrialists 


industrialists 
exclusively. The right column is taken from Cassis’ study on London City 
a o D Ca 2 a - eee a 
1984), p. 238. 


In fact he is able to attribute 385 (35.8 per cent) of 1,074 British estates 
over £500,000 (1880-1939) to Londoners. By comparison Greater 
Manchester (5.9 per cent), the West Midlands (3.0 per cent) or 
Clydeside (7.8 per cent) attained disproportionately low shares among 
the nation’s top wealth-holders.* All in all, only 28.1 per cent of them 
were connected with the six major English industrial conurbations. 
Rubinstein reinforces his argument by means of income tax statistics, 
which only record upper- and middle-class incomes. They too confirm 
the overwhelming lead of London over the rest of the country. ‘In 1879- 
80, the 28 largest provincial towns — those with populations in excess of 
100,000, whose combined population was 5,580,000 — were assessed ... 
for £78.7 million, while the ten London boroughs, whose population 
totalled 3,333,000, were assessed for £87.7 million’.’ 

These figures as such are beyond debate as hard facts. But what kind 
of conclusion do they really permit? Are we justified to portray the 
richest provincial entrepreneurs as second-rate men in comparison 
with London capitalists?" To answer these questions and to put 
Rubinstein’s results in their proper place we must leave his sample of 
the super-rich and take a look at less exceptional upper-middle-class 
wealth-holders. Hence we should compare Cassis’ figures for London’s 
business élite, i.e. City bankers," with my results for the provincial 
business élite, i.e. big industrialists. By definition the later group 
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consists only of owners and top managers of firms with 1,000 or more 
employees.” This class of industrial magnates includes people like the 
Keens, Nettlefolds, Muntzs, Cadburys, Averys, Chamberlains, Chances, 
Elkingtons, and Tangyes of Birmingham; the Armitages, Ashtons, 
Ashworths, Broadhursts, Cawleys, Crossleys, Gregs, Haworths, Lees, 
Phillips, Rylands, Simons, Peacocks, Beyers, Renolds, Galloways, 
Hollands, and Whitworths of Manchester; and the Wills, Frys, Robin- 
sons, Derhams, and Georges of Bristol. 

In no way were their average fortunes smaller than those of London 
bankers, as Table 1 demonstrates. On the contrary, the percentage of 
millionaires is slightly higher among these big provincial manu-facturers. 
All in all, there is a striking correspondence between the two columns: 
61.2 per cent of Cassis’ London bankers and 61.6 per cent of the biggest 
industrialists of Birmingham, Bristol and Manchester left more than 
£100,000. In terms of wealth, the two groups stood on almost exactly the 
same level. Therefore lack of capital does not explain why the industrial 
élite found it difficult to be admitted into the higher echelons of London’s 
society, into political key positions, and into clubland. My figures show 
that, despite the general impression, there was a small group of provincial 
factory owners who, financially, could hold their own against London 
bankers. Hence their non-acceptance into metropolitan society must 
have had reasons like social disdain, a lack of integration into the ‘right’ 
family and school networks” as well as minimal interest and time on the 
part of the industrial magnates themselves. 

If we turn to the left column, which includes not only big industrialists 
but also merchants, bankers, and the bulk of smaller factory owners, 
the picture changes considerably. Now a clear lead of London bankers 
over the provincial business class becomes visible, especially in the 
upper regions of the wealth scale. The figure of 1.9 per cent provincial 
millionaires bears no comparison with the metropolitan 7.4 per cent. In 
the range of estates over £100,000, however, the difference is less, as 
the London percentage (61.2 per cent) does not even reach double the 
provincial rate (34.4 per cent). Furthermore, we have to keep in mind 
that Cassis selected a real top élite by excluding managers and little- 
known bankers, whereas my sample consists of a relatively broad group 
of businessmen including small factory owners, fruit merchants, 
managers and the like. Therefore our first comparison between City 
bankers and big manufacturers is much more appropriate because both 
groups clearly represented the economic élites of their respective 
towns. Needless to say, neither could claim to stand for the whole of its 
local economy. A City banker was as untypical of a London business- 
man as an industrial magnate of a provincial entrepreneur. If we 
included metropolitan businessmen from outside the City ang d put them. l 


rior, 


p - 
aS y. 


226 BUSINESS HISTORY 


together with Cassis’ bankers into one sample, its weaith structure and 
the one of my provincial sample might well converge closely. 
Rubinstein, nevertheless, is right insofar that in absolute numbers no 
single provincial town could keep up with London’s wealth.” If, however, 
we put this difference into a national perspective, it appears to be only of 
minor importance. In 1900/01 just 17 per cent of all British estates were 
high enough to be recorded by the probate registration authorities. Out 
of these, only 1.1 per cent left more than £50,000, but they still accounted 
for 41.7 per cent of all recorded wealth passed on in that year. Under the 
assumption that the wealth distribution was not absolutely untypical in 
1900/01, these figures allow us a rough estimate of where the entre- 
preneurs in question are to be located on the national wealth scale. It 
appears that 56.7 per cent of all provincial businessmen in my sample, as 
to 79.1 per cent of Cassis’ bankers, left estates in excess of 
£50,000." This means that more than every second provincial entre- 
preneur analysed here was well within the richest segment of the British 
society of the day. Against this only 13.1 per cent left less than £10,000. 
Hence from a general point of view the majority of City bankers, and the 
incial businessmen of my sample, fell into the same category of 
extremely rich and privileged people. J udged purely from their financial 
position these two groups had more in common than they probably 
perceived. Still, my intention is not to play down London’s lead over the 
rest of the country but to stress that this wealth difference has been 
greately exaggerated and that it cannot be held responsible for the alleged 
neglect of the provincial economy by the City in terms of capital supplies, 
flow of information and general co-operation as well as for the non- 
acceptance of provincial entrepreneurs into London society. The facts 
presented here belie this concept and suggest that different reasons, 
‘ally the existence of more lucrative investment possibilities abroad, 
the absence from the ‘right’ family and friendship networks as well as the 
lack of time and interest on the parts of the industrials, rather than their 
financial inferiority, are to blame for the restricted integration of the 
provincial and metropolitan economies and their respective élites.” 


II 


The assumption of a sharp division within the British upper-middle 
class along an occupational line is a second, increasingly popular 
hypothesis put forward among others by Rubinstein. He distinguishes 
between the industrial and the commercial-financial sector defining 
their relationship as a fundamental antagonism, namely as ‘a basic 
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dichotomy in the nineteenth-century middle class as a whole. Might it 
not be useful to accept the possibility that two middle classes existed, 
quite distinct not merely in source of income but in attitudes and 
behaviour as well?’” Inspired most of all by Hilferding,“ Ingham 
developed a similar theory of the ‘coexistence of ... institutionally 
separate forms of capitalism’? with industrialism very much as a 
disadvantaged junior partner of a dominant financial sector. In 
addition, this theory of ‘middle-class fragmentation’, which has its 
origin in Marxism,” but never played an important role in its ideo- 
logical context,” has often been referred to as one of the main reasons 
for the loss of Britain’s industrial hegemony before 1914. According to 
this viewpoint, a deficient flow of capital and information between the 
two sectors as well as the low status of the manufacturing sphere left 
some part of the nation’s industrial potential unexploited.” 

This theory gained in plausibility when Rubinstein presented his 
sectoral analysis of top British wealth-holders. Among 1,050 non- 
agrarian millionaires and half-millionaires who died between 1880 and 
1939 only 359 (34.2 per cent) were industrialists as opposed to 501 (47.7 
per cent) commercial or financial entrepreneurs. For Rubinstein these 
figures undoubtedly prove the inferiority of industrial wealth to 
fortunes generated in the commercial-financial field. 

Although I do not question Rubinstein’s statistical findings as such, I 
have some reservations about their presentation and interpretation. 
First of all, Rubinstein does not Classify the food—drink-tobacco 
producers, who accounted for 145 (13.8 per cent) top wealth-holders, 
under industry (‘manufacturing proper’). ‘It seems patent ... that these 
trades are not normally thought of as part of the Industrial Revolution’. 
He considers them to be ‘sociologically far closer to the pre-industrial 
society — indeed to landed society — than to the new manufacturer. Mass 
production came much later’. This distinction seems highly artificial. 
The great success and wealth of these industries was not exclusively 
based on the ‘unquenchable thirst, the universal sweet tooth and 
the tobacco-relieved nervous tension of the average Briton”? which 
Rubinstein considers to be universal human qualities, not subject to 
historical change. In reality, these trades flourished in our period 


industrial methods of production, upon modern marketing strategies, 
and upon an expansion of mass-purchasing power, which would have 
been impossible without the jobs and incomes created by the industrial 
sector. In the tobacco industry, for example, the use of packing 
and production machinery as well as the advent of the vacuum tin facili- 
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tated the breakthrough of mass production methods from the 1880s 
onwards.” 

Undisputably these innovations were implemented early enough to 
provide entrepreneurs who died between 1900 and 1939 with enormous 
fortunes, which is best illustrated by the Wills family of Bristol. Their 
millions neither had their origin in the pre-industrial age nor were they 
earned by methods untypical of an industrial economy. The fact that 
the food, drink and tobacco industries had strong pre-industrial 
traditions does not justify their statistical exclusion from the modern 
industrial sector. On that basis Rubinstein might have locked out most 
other industries as well. His inappropriate classification method leads 
to a gross undervaluation of industrial wealth. Seen as one block, 
Rubinstein’s ‘manufacturing proper’ plus the food, drink and tobacco 
trades after all account for 48.0 per cent of all top wealth-holders, which 
is slightly more than the commercial-financial sector (47.7 per cent). 

Measured by employment figures, however, even this result would 
still indicate a strong relative under-representation of industry among 
top wealth-holders. Nonetheless, Rubinstein’s data do not allow us to 
assume an universal contrast between ‘poor’ industrialists and ‘rich’ 
merchants or bankers. Even Hobsbawm seems to endorse such 
a generalisation, suggesting that ‘trade and finance were at the 
heart of bourgeois wealth even when Britain was the “workshop of 
the world”.% Without further explanation and qualification this 
judgement leaves too much room for ambivalent and confusing 
interpretation. Therefore, my second major objection concerns 
Rubinstein’s claim to have substantiated a hard and fast rule: 
‘the fortunes earned in industrial Britain were fewer in number and 
relatively smaller in size. It is one thing if this pattern applies merely to 
the handful of British millionaires; it is another, and vastly more 
important, if the type of distribution found here represents an 
important fact about the whole of Victorian middle-class society. In 
fact it does: the geographical — and, by implication, the occupational — ` 
statistics offered here are similar for the entire middle class’.* Here 
Rubinstein certainly takes his interpretation too far. It is simply not 
permissible to make a statement about ‘the entire middle class’ if you 
have confined yourself to people with probates of more than £500,000. 
This amount drastically exceeds the average upper-middle-class 
fortune” and is by any means even much too high for a representative 
sample of wealth-holders. The line above which material affluence and 
massive economic privilege began was definitely much lower than half 
a million pounds. It is quite self-evident that this figure does not have 
much in common with the sort of wealth an average factory owner, 
merchant or stockbroker could call his own. In fact, the range within 
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the business class was very wide and reached from the dizzy hights of the 
millionaire down to the depths of the 13.1 per cent who did not even 
own £10,000 and found it increasingly difficult to keep up a middle-class 
style of life. 


TABLE 2 
THE OCCUPATIONAL DISTRIBUTION OF PROVINCIAL BUSINESS WEALTH 





Probates Big Other Finance Trade, Total 
(£°000) Industry Industry Transport 
eee 
under 10 5.6 14.6 18.9 13.1 13.1 
10-49 17.8 28.6 29.9 39.6 30.2 
50-99 15.0 24.3 23.6 23.3 22.3 
100-249 30.0 23.5 18.9 18.5 22.6 
250-99 B3 8.3 7.1 5.4 9.9 
1,000+ 8.3 0.7 1.6 0 1.9 
eee 
Total 100 100 100 99.9 100 
Persons 180 412 127 313 1032 
eee 
Notes. Missing Cases: 296 
Big Industry: More than 1,000 employees. Other Industry Less than 1,000 


Cassis’ remarks in a survey article on British businessmen can serve 
as another example of the confusion caused by Rubinstein. ‘A division 
by economic sectors reveals a clear lead of the financial sphere ... Only 
few manufacturers were equally wealthy; most of them did not even 
leave more than £100,000’.* This statement contains two assumptions 
which Cassis possibly shares with ‘his’ nineteenth-century London 
bankers. First of all, he treats the City as equivalent with the whole 
financial sector of Britain, completely ignoring the provincial banking 
system. Secondly, he underestimates industrial fortunes and dis- 
qualifies them as second-class, although they have never been 
examined systematically.” Table 2, however, discloses that the pros- 
perity rift between provincial finance and commerce on the one hand 
and the City on the other was much deeper than the one between 
industry and the City. As we have already seen, big industrial fortunes 
could on average well match the wealth earned by London bankers. 

If Rubinstein’s assertion of the universal superiority of commercial— 
financial wealth to industrial fortunes was true, it would also be valid 
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within the provincial context. To test this hypothesis I have broken 
down my data by sectoral criteria so that Table 2 distinguishes between 
four different groups. Contrary to the ‘fragmentation-theory’, big 
industrialists were by far the richest of them. Their absolute number, 
however, was relatively small because big factories were still rather 
exceptional. Leaving them aside for a moment it appears that even 
‘smaller’, more typical manufacturers were not significantly less 
wealthier than businessmen working in provincial finance or com- 
merce. On the contrary, they were slightly richer. On the whole, the 
wealth structures of these three groups (‘small’ industry, finance, 
commerce/transport) did not differ greatly. Generally their percent- 
ages did not deviate strongly from the average figures. Only the group 
of big manufacturers (arithmetical mean: £413,217) stood out as a total 
exception within my business sample. Neither finance (£102,307) nor 
small industry (£102,794) were able to reach their average level of 
wealth. 

The status of provincial bankers, stockbrokers and insurance 
directors is particularly interesting. As a rule, they did not have very 
much in common with their powerful colleagues in the City. They were 
rather small figures who in many cases had worked up their way from 
clerkship into positions of top decision-makers. As a bank director, for 
example, this type of person often found himself in a minority position, 
for the boards of most provincial banks were dominated by manu- 
facturers and merchants, who would only co-opt one or two full-time 
bankers because they needed their knowledge of banking practices and 
technicalities. Of course there were famous exceptions, especially 
where private banks with a long tradition had been transformed into 
joint-stock banks like, for instance, Lloyds or Stuckeys or where 
private banks, such as Miles’ Bank, managed to retain their inde- 
pendence for a long time. The families involved in these exceptional 
banks could well be defined as part of the financial bourgeoisie, but it is 
striking that outside London this group was extremely small and 
definitely not in a hegemonic position. Neither in terms of wealth, nor 
prestige, nor economic power did anything like Hilferding’s Finanz- 
kapital ever exist in the English provinces. 

As far as the provincial merchants, factors and transport entre- 
preneurs of my sample are concerned, not only their relatively modest 
degree of average wealth (mean: £82,220) but also the extreme internal 
division of this group must be mentioned. Obviously, a large part (52.7 
per cent) of these businessmen lived near or even under the minimum 
wealth level I chose as a criterion for the inclusion in my sample (£40— 
50,000). At the same time Table 2 bears witness to the existence of a 
quite formidable commercial élite, as 23.9 per cent of all bequests made 
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in this sector were in excess of £100,000. Seen as a whole, however, the 
commercial sector could by no means hold its own against big industry 
and was even considerably less wealthy than small industry. 

An analysis of the three towns’ top estates (£250,000+) reveals that 
industry, not only proportionately but also in absolute terms, was 
much richer than the entire commercial_financial sector. Among the 
provincial 122 top fortunes, 57 belonged to big and 37 to smaller 
industrialists. Together both groups accounted for 77.1 per cent of the 
richest members of my sample. By comparison, the figures of 17 (13.9 
per cent) merchants/transport entrepreneurs and 11 (9.0 per cent) 
financial businessmen look very modest indeed. These results belie the 
fragmentation theory at least as far as the three provincial towns studies 
here are concerned because it was the manufacturing sector, especially 
large-scale industry, that generated the highest profits. Although 
Bristol and Manchester had. well established mercantile communities, 
commercial wealth in these towns could on average not touch industrial 
fortunes: outside London it was not finance or commerce where ‘big 
money’ was to be made. 


HI 


Since Hagen’s classic study many economic historians have followed 
Weber’s theory of ‘ascetic Protestantism’ and seen nonconformist 
religious dogmas and patterns of behaviour derived from them (such as 
frugality, a notion of calling, and the work ethic) as one of the 
main socio-cultural reasons for the ‘industrial revolution’. Besides, it 
has become commonplace to assume a disproportionally high repre- 
sentation of dissenters in the whole nineteenth-century business class.™ 
However, this view has not remamed unquestioned. For example, 
Howe as well as Rubinstein rejected this concept as a result of their 
respective empirical studies. In both cases a comparison between the 
percentage of nonconformists in the general population and their rate 
within the business community served to contradict Weber’s theory.* 

Howe found that the denominational structure of Lancashire cotton 
masters (1830—60) did not deviate strongly from the attendance figures 
of services in that region in 1851, at least if nonconformism is treated as 
one block. Rubinstein’s thesis runs along similar lines, because he sees 
a close correspondence between the ratio of dissenters in his sample 
and the nonconformist quota within the total membership of all 
religious bodies in Britain.” Again, instead of confining himself to the 
conclusion that faith does not influence the likelihood of acquiring 
exceptionally high fortunes, Rubinstein applies this judgement to the 
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entire entrepreneurial class: “our common impression of dissenting 
predominance in business life is based upon a rchearsal of namcs 
trotted out again and again, whose importance in the total picture is 
thereby exaggerated ... it seems clear that entrepreneurial success has 
little or nothing to do with religion’.* As I have argued above, 
Rubinstein’s data are too much centred on London, the financial- 
commercial sector, and the super-rich. It is indeed true that a rate of 15 
per cent nonconformists among his top wealth-holders is very small 
indeed, but this fact has to be discussed as a specific feature of 
these super-rich and not to be confused with ‘business life’ or “entre- 
preneurial success’ in general. 

At first sight, my results seem to confirm the findings of Howe and 
Rubinstein: 48.0 per cent of all entrepreneurs in my sample were 
Anglicans and 47.4 per cent dissenters. This relation more or less 
reflects the near-equilibrium between both groups among the inhabit- 
ants of the three towns selected for my study.” Nonetheless, these 
figures as well as those of Howe and Rubinstein have only a limited 
validity for an examination of the Weber/Hagen hypothesis because 
they are too general and include too many businessmen from long- 
established families who displayed a regular tendency to convert to 
Anglicanism. It is well known that most of these conversions were 
primarily influenced by social rather than religious considerations. In 
order to eliminate the distorting effect of this mechanism on the 
statistical analysis I have broken down my data by generations. In our 
context the group of first-generation businessmen deserves more 
attention than those who stepped into their fathers’ shoes. Hence, it 
ig above all their denominational structure that might answer the 
question discussed here. 

61.3 per cent of all businessmen who had founded their own firms 
were in fact dissenters. Only 34.3 per cent of these ‘pioneers’ belonged 
to the Church of England, which seems to confirm the Weber/Hagen 
hypothesis. In the second generation the Anglican rate rose to 48.4 per 
cent, and it reached 63 per cent in the third and later generations.™ 
Apparently the nonconformist over-representation within the first 
generation was soon Jost due to a steady movement into the Church of 
England, finally turning the denominational structure of the business 
class upside down over a period of only three generations. Anglican 
families hardly ever renounced their original faith, whereas non- 
conformist business dynasties often, though not always, broke their 
family tradition. The main reason for this pattern must be seen in the 
growth of family fortunes over the generations which engendered the 
wish to become part of the religious, and by implication the political, 
establishment.” Although most wills distributed the testator's wealth 
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TABLE 3 


THE GENERATIONAL DISTRIBUTION OF PROVINCIAL BUSINESS FORTUNES 
(£000) 


x 
T 


100-250 250+ Total Persons 


1st 50.2% 17.4% 21.8% 10.6% 100% 339 
2nd 38.0% 28.5% 22.0% 115% 100% 200 
3rd + later 25.9% 2.9% 26.8% 21.4% 100% 112 


among several heirs, Table 3 suggests that pioneer entrepreneurs died 
significantly less wealthy than their sons and particularly their grandsons, 
provided they were still active in the family firm. 

Between the first and second generation only very slight increases 
occurred within the two highest wealth brackets. Instead the middle 
category (17.4to 28.5 percent) expanded at the expense of the lowest (50.2 
to38 per cent). Amore drastic change of the overall picture did not emerge 
before the transition from second to third generation businessmen. Here 
the lowest bracket again lost considerably (38 to 25.9 per cent) but this time 
not to the benefit of the £50-100,000 range, for now the sphere of top 
fortunes nearly doubled from 11.5 to21.4 percent. A look at the arithmeti- 
cal mean allows an even quicker grasp of the same mechanism. The 
difference between first generation (£117,631) and second generation 
(£119,020) were minor indeed, whereas it was normally the third and later 
generations (£451,875) who pushed the gate to enormously affluent pros- 
perity wide open. 

As far as my sample goes, it was rather exceptional for large firms to be 
built up within 30 years of so. Usually it took about two generations to 
develop a business to the point where it became really profitable. Before 
this state of affairs was reached, many costly mistakes had to be absorbed 
and many pitfalls avoided. Only then could wealth accumulation and 
diversification of investments start on a massive scale. Therefore my data 
agree with Rubinstein that to have been born into a rich family was the most 
important qualification for becoming rich.” One might add that it was good 
to have had a rich father but mcomparably better to have had a rich 
grandfather as well. Self-made men seldom entered the highest wealth 
ranks themselves. This single reason alone explains the low proportion of 
dissenters in Rubinstein’s sample, because it is strongly biased towards 
long-established families, who, as we have seen, tended to Anglicanism 
rather than non-conformity.” 

-There is a further point that deserves to be mentioned in passing. As 
Table 3 shows, the absolute majority of businessmen active between 
1870 and 1914 were of the first generation.” Taken together, first and 
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second-generation entrepreneurs accounted for 82.8 per cent of my 
sample. This throws considerable doubt on the theories which blame 
the generational composition of the business class for the loss of 


Enghsh industrial supremacy, as for example Landes does: 


Thus the Britain of the late nineteenth century basked com- 
placently in the sunset of economic hegemony. In many firms, the 
grandfather who started the business and built it by unremitting 
application and by thrift bordering on miserliness had long died; 
the father ... raised it to undreamed-of heights, had passed on the 
reins; now it was the turn of the third generation, the children of 
affluence, tired of the tedium of trade and ftushed with the bucolic 
aspirations of the country gentlemen. (One might ... speak of 
‘shirtsleeves to hunting jacket in three generations’.) Many of 
them retired and forced the conversion of their firms into joint- 
stock companies. Others stayed on and went through the motions 
of entrepreneurship between the long weekends; they worked 
at play and played at work ... the British manufacturer was 
notorious for his indifference to style, his conservatism in the face 
of new techniques, his reluctance to abandon the individuality of 
tradition for the conformity implicit in mass production.“ 


Within my sample the much-scolded third generation represented only 
12.4 per cent (1st: 51.9 per cent; 2nd: 30.9 per cent), and it is really hard 
to find more than a handful older dynasties at all. Fourth (3.4 per cent) 
and fifth-plus-later (1.4 per cent) — generation entrepreneurs were a 
rare sight indeed. After all, there was ample supply of fresh entre- 
preneurial talent in the last quarter of the nineteenth century. On the 
other hand, many of the older firms founded by the end of the 
eighteenth century had not survived their first 100 years. Those who 
had done found themselves in a minority position among a vast number 
of businesses which had only been opened from the second third of the 
nineteenth century onwards. 

Returning from this digression to the theory of ascetic Protestant- 
ism, I do not suggest to take the marked over-representation of 
nonconformists among first-generation businesamen to be the final 
piece of evidence for the Weber hypothesis. The bare statistical 
results do not tell us whether nonconformist theology led to socio- 
psychological effects that inculcated a disproportionately strong 
business acumen among its believers, or whether this was primarily 
caused by specific social pressures put upon dissenting congregations 
by the outside world. The answer to this question has to remain open, 
but I can conceive of four main objections to a purely dogmatic 
approach. First, Weber implies a positive correlation between effort 


BRITISH BUSINESSMEN AS WEALTH-HOLDERS 235 


and success. As Rubinstein pointed out, social, geographical, and 
occupational factors were definitely more important variables for 
success than the sheer quantity of effort. ‘A Calvinist cotton manu- 
facturer may have ... worked three times harder than an Anglican 
stockbroker in the City of London, but built up a fortune only a fraction 
as large; just as no shopkeeper, regardless of his religious beliefs or his 
tenacity of labour, would ever become as wealthy as a successful 
stockbroker unless he became something more than a shopkeeper .® 
Second, if essentially it had been a question of theology, the establish- 
ment of a Calvinist High Church in Scotland should have created a 
unique abundance of entrepreneurial talent that would have turned 
Scotland into the most developed part of the British Isles.° Thirdly, 
nonconformity and asceticism were not necessarily two sides of the 
same coin, because there are numerous examples of pleasure-loving 
dissenters and frugal Anglicans alike.“ Finally, one should not exag- 
gerate the dogmatic differences between Anglicans and dissenters. 
Since the early nimeteenth century, most elements of what Weber 
called its ‘Protestant ethic’ had found its way into the Church of 
England via the evangelical movement so that Anglicans and dissenters 
could indeed have a very similar style of life and congruent value 
systems. Sunday schools of both denominational groups preached the 
same rational and methodical way of life, the same gospel of self-help, 
and the same work ethic. Hence Anglican and dissenting businessmen 
never seemed to have had any difficulty in co-operating within the wide 
area of practical philanthropy. 

Therefore, external constraints imposed upon dissenters by a 
traditionally hostile environment rather than educational and religious 
principles specific to nonconformist theology seem to explain their 
over-representation among first-generation businessmen. By com- 
parison with the army, the prestige professions, or the scientific 
community access to a business career was relatively open. In this field 
the powerful solidarity and mutual trust within nonconformist con- 
gregations additionally helped overcome many obstacles. Credit 
facilities were extended, know-how passed on, business connections 
established, and associations formed. All this was epitomised by the 
smoothly running Quaker and Unitarian networks, which operated on 
a nationwide scale.“ Probably these specific social conditions are the 
key to the disproportionally high contribution of nonconformists to the 
recruitment of new business talent in three major English towns 
between 1870 and 1914. 
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This paper secks to analyse the production and marketing strategies of the UK car 
mdustry in the inter-war period. This research adopts an international 


percepti 
demand side constraints to quantitative analysis. The results demonstrate that 
negated. 
eee 


A few years ago a new ‘explanation’ for the UK’s poor relative 
economic performance in the twentieth century was launched. Insti- 
tutional rigidities associated with the country’s atomistic nineteenth- 
century economic organisation were said to account for the problems 
the UK economy repeatedly experienced in adjusting to changing 
economic conditions.’ The sources of decline are seen to be multi- 
faceted, but to run along common lines of historical causation.? 
Although case studies on, for example, steel, motor cars, engineering 
and shipbuilding each identified specific problem areas, they all shared 
the belief that such problems could be traced back to rigidities in the 
system. The initial attraction of this approach lay not only in its 
potential to explain such problems as diverse as the divorce of industry 
from finance and union opposition to productivity advance, but also in 
its ability to relate supply side to demand side problems. 

The inter-war car industry is an obvious and important example. This 
is an industry which has figured prominently in institutional rigidity 
analysis and has been the focus of much debate in the literature. 
Lewchuk’s work on the UK car industry between the wars has ascribed 
the ‘failure’ to switch to a Fordist strategy to the outcome of industrial 
relations strategy. Using simple game theory analysis, he demon- 
strated that incomplete labour contracts and imperfect information led 
to a situation where both management and labour acted rationally to 
maximise their situation, but where the outcome was the so-called 
British system and piecework system.‘ 
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Lewchuk’s work, however, has been criticised on two grounds. It is 
claimed that it over-estimates the strength of trade unions in the motor 
industry between the wars.’ As Tolliday has pointed out, Morris, 
Ford, Standard and Vauxhall had practically no union organisation 
among semi-skilled workers whilst Austin and Rootes had very little.‘ 
Secondly, it is claimed that Fordism was not viable in the inter-war UK 
car industry given that a full scale transformation of the industrial 
process is only profitable where there is a large, predictable and rapidly 
rising demand for a standardised, mass-produced product.’ 

This notion that demand side constraints help explain the ‘failure’ to 
instigate Fordist strategies is not new. Standard business histories of 
the motor industry have stressed that Fordist strategies only made 
sense when a large volume of output enabled the firm to gain most of the 
economies of scale at each stage of production.* Large volume output 
was negated by prevailing market conditions in the inter-war period; 
notably that the UK market was too small, was limited to the middle 
and upper classes and was concerned with quality and aesthetic rather 
than purchase price considerations. Implicitly, this literature identified 
distribution of income and running cost elasticities and price melas- 
ticity which together acted to preclude the validity of large volume 
output and hence to negate the feasibility of Fordism. 

Given the prominence given to demand side constraints in the 
qualitative literature and the criticism Lewchuk’s oversight of market 
conditions has engendered, it is surprising that quantitative analysis of 
demand side problems has not received more attention, despite 
Foreman-Peck’s early work.’ Foreman-Peck included demand side 
models in his study of the inter-war car industry but, given the nature of 
his study, did not elaborate his models to incorporate such factors as the 
distribution of income constraint, the importance of price elasticities in 
a segmented market” or the constraints standing and running (i.e. total 
running) cost constraints posed to market growth. 

This paper aims overtly to bring demand side factors back into the 
analysis of the inter-war car industry by elaborating a demand side 
model which expands on Foreman-Peck’s research to incorporate 
those factors which contemporary car manufacturers and later business 
historians deemed to be important and which Lewchuk failed to 
address. Section III identifies the distribution of income, relative price 
and total running cost constraints in a segmented market. Section IV 
elaborates the demand side model. 

This paper also aims to set the benchmarks for the evaluation of the 
British car industry in an international perspective. There is a tendency 
in the literature to compare the UK with the ‘best of the rest’ — the 
USA. There were, however, important transatlantic differences in the 
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development of the motor car market, emanating from geographic and 
socio-economic factors closely related to differences in the size of 
the market (notably average purchasing power and the size of the 
population) and differences in the cost of buying and operating cars." 
The perspective adopted in this paper therefore compares the UK with 
‘the rest’; that is, Europe. Section II details the performance of the 
inter-war UK car industry in an international context; Section V 
assesses the identified demand side constraints in a relative European 
context. 

Given that the strategies adopted by the inter-war UK car manu- 
facturers were, to a large extent, motivated by their perceptions of 
demand side constraints, the econometric results, discussed in Section 
VI, provide the basis for an evaluation of strategy. The exclusive 
emphasis on supply side, labour relations, problems by Lewchuk 
is redressed in this paper by the integration in Section VI of the 
econometric findings on demand side problems with recent work on 
supply side constraints. This fusion demonstrates how demand and 
supply were indeed in equilibrium in the inter-war period, but at a low 
point on the diffusion curve which determined that the industry could 
and indeed did ‘evolve along a path which no one prefers’.” 

In immediate terms, the emphasis in this paper is on the micro 
performance of the UK car industry in the inter-war years with the 
comparative framework being set by the international car industry. 
This permits a concluding section which attempts to place the per- 
formance of the car industry into the wider and longer term perspective 
of British economic performance. 


II 


Tables 1-3 set out the performance indicators of the inter-war UK car 
industry in terms of output, ownership and exports respectively. 
The tables demonstrate the dangers of a comparative analysis which 
measures UK performance against that of the USA The inclusion of 
European data shows that it was not the UK but the USA which was the 
‘deviant’ in the period. The major difference in performance was 
between Europe and the USA rather than among the European 
producers. In European terms, the performance of the UK car industry 
was pre-eminent.” The tables demonstrate, however, that in the long 
run the UK’s European lead might not be sustained. The growth of the 
German motor car industry did not augur well for the UK. 

The tables are also indicative of the importance of the home market 
to all car producing nations in the inter-war period. In 1936, exports 
accounted for 17.7 per cent of all UK car production; in the same year 
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TABLE 1 
OUTPUT OF MOTOR CARS, 1924-39 
(000's) 
Total 

USA Europe UK France Germany Italy 
1924 3185.9 295.2 116.5 145.0 n.a. 33.6 
1925 3735.2 402.6 132.0 177.0 47.8 45.8 
1926 3784.0 389.7 153.5 140.0 35.7 60.5 
1977 3936.5 446.6 164.8 140.0 91.1 50.7 
1928 3815.4 486.5 169.6 155.0 108.0 53.9 
1929 4587.4 558.8 179.2 211.0 116.7 51.9 
1930 2787.5 466.5 169.7 193.0 61.2 41.9 
1931 1948.2 408.8 159.0 167.0 56.3 25.8 
1932 1103.6 378.7 171.2 136.0 44.2 26.5 
1933 1560.6 502.6 220.1 159.0 84.6 38.2 
1934 2160.9 602.8 256.9 157.0 147.3 41.0 
1935 3273.9 711.4 325.2 143.0 201.4 41.0 
1936 3679.2 304.3 367.2 180.0 220.0 36.2 
1937 3929.2 883.9 379.3 177.0 264.4 61.4 
1938 2019.6 878.6 341.0 199.8 276.6 59.0 


Source: Society of Motor Manufacturers and Traders, The Motor Industry of Grom 
Britain (1953), pp.29-32; (1975), pp.36-7. 


TABLE 2 
EXPORTS OF MOTOR CARS, 1924-38 
(00's) 
Total 

USA Europe UK France Germany Italy 
eee 
1924 178.7 79.1 15.7 42.1 2.3 19.0 
1925 302.9 108.2 19.1 57.5 2.5 29.1 
1926 305.2 128.6 32.4 59.8 2.2 34.2 
1927 384.2 123.5 34.0 52.1 4.1 33.3 
1928 507.1 113.2 32.8 44.1 8.0 28.3 
1929 536.2 114.5 34.0 49.0 7.8 23.7 
1930 237.6 80.6 23.0 31.1 5.8 20.7 
1931 80.4 68.7 19.0 26.3 11.5 1i.9 
1932 40.7 69.1 32.0 19.2 11.3 6.6 
1933 63.8 87.4 41.0 25.5 13.5 7.4 
1934 143.9 91.8 44.0 25.0 13.4 9.4 
1935 172.6 107.1 54.0 18.8 24.9 9.4 
1936 180.0 134.4 65.0 21.4 36.2 11.8 
1937 229.5 n.a. n.a. 78.0 n.a. 33.3 


Source: Society of Motor Manufacturers and Traders, The Motor Industry of Great 
Britain (1924-38). 
Note: export data for 1924-30 relates to «fl motor vehicles. 


THE INTER-WAR UK CAR INDUSTR Y 


245 








TABLE 3 
MOTOR CAR OWNERSHIP 
(00's) 
Total 
USA Europe UK France Germany Italy 
1924 15,460.0 1,165.9 579.8 374.1 132.2 59.8 
1925 17,494.4 1,465.5 692.8 450.0 174.7 87.7 
1926 19,237.2 1,770.5 800.3 585.0 206.5 108.2 
1927 20,219.2 2,129.2 898.9 656.0 267.8 225.0 
1928 21,379.1 2,332.5 997.9 740.0 351.4 148.9 
1929 23,121.6 2,704.3 1,098.1 885.0 433.2 189.0 
1930 23,059.3 3,073.6 1,177.9 1,080.0 501.3 210.7 
1931 2,366.3 3,333.9 1,192.9 1,290.2 522.9 220.9 
1932 20, 885.8 3,412.9 1,236.0 1,341.2 497.3 236.6 
1933 20,616.2 3,591.9 1,313.3 1,397.1 522.2 257.5 
1934 21,524.1 3,816.4 1,420.5 1,410.2 607.6 276.0 
1935 22,455.6 4,350.5 1,592.4 1,565.0 800.4 290.6 
1936 24,098.1 4,861.4 1,726.4 1,649.7 1,061.5 304.5 
1937 25 342.5 5,135.7 1,890.4 1,661.4 1,108.4 345.7 
1938 25,133.7 5,725.2 2,045.4 1,745.0 1,416.0 362.2 
Note: Ownership is defined in terms of cars registered. 
Sources: 
Italy Royal Automobile Club of Italy, Turin. Quoted in Automobile Manu 
facturers Association (hereafter AMA), Automobile Facts and Figures 
(1937), p.81; Society of Motor Manufacturers and Traders (hereafter 
SMMT), The Motor Industry of Great Britain (1939). Refers to passenger 
cars. 
France US Bureau of Foreign and Domestic Commerce. Quoted in AMA, Auto- 
mobile Facts and Figures (1937), p.80; SMMT, The Motor Industry of Great 
Britain (1939). Refers to passenger cars. Assemblies of vehicles from foreign 
parts are included. 
Germany Reichsverbandes des Automobilindustric, E.V. Bertin. Quoted in AMA 
Automobile Facts and Figures (1937), p.30; SMMT, The Motor Industry of 
Great Britain (1939). Refers to passenger cars. Assemblies of vehicles from 
foreign parts are inchided. 
UK SMMT, The Motor Industry of Great Britain (1925-1939); AMA Automobile 


Facts and Figures (1937), p.90. 


export proportions for the USA, Germany, France and Italy were 4.9 per 
cent, 16.5 per cent, 11.9 per cent and 32.6 per cent respectively. Domestic 
demand conditions were thus extremely important to the vitality of all car 
producing nations. 

Finally, as Table 3 demonstrates, despite high growth rates in car 
Tegistrations, none of the European car industries achieved a mass 


a 
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market on the American scaie in the inter-war period. In 1924, there 
were seven residents per motorcar in the USA as against 78 in the UK, 
470 in Germany, 654 in Italy and 108 in France. By 1935, the gap had 
narrowed, but the discrepancy was still large: 5.7 in the USA as against 
29 in the UK, 84 in Germany, 147 in Italy and 26 in France.” It was not 
until 1963 that the UK attained the USA’s 1924 level of 7 residents per 
car.” The respective dates for France, Germany, and Italy were 1962, 
1964 and 1967.“ The home market was obviously crucial to all car 
producing nations. It would also appear that the home market in the 
European car producing nations was under-exploited in the inter-war 
years. 

The question is whether this under-exploitation reflects common 
demand side constraints which acted to dampen the extension of car 
ownership in inter-war Europe. It could be argued that high ownership 
levels in the USA merely indicated America’s early start; the European 
nations would take time to ‘catch up’. Doubts as to the validity of this 
argument are based not only on the length of time it took the European 
nations to ‘catch up’ — more than 40 years but also on the post-war 
experience of Japan. In 1963, there were 83 residents per car in Japan, 
but eleven years later ownership had grown to 6.9 residents per car.” 
There is, in other words, no law that says that diffusion takes place over 
decades. Demand side problems therefore merit analysis. 

When seen in a wider international perspective, the UK car industry 
performed relatively well in the inter-war period, although there were 
signs that Germany would overtake the UK There are, however, 
reasons for believing that there were problems in the extension of car 
ownership in all European car producing nations in this period. It is not 
surprising to find that the UK car manufacturers believed that there 
were serious demand side constraints. The relative performance of the 

car producers as outlined in this section indicates that similar 
demand side problems may have existed across the Channel. What 
then were these problems and how serious were they? We begin by 
identifying the demand constraints as perceived at the time by the UK 
car manufacturers. 


HI 


Throughout the inter-war period the UK car manufacturers believed 
that the market was approaching saturation, by which they meant that 


point in the growth process where demand ceases to be responsive to 
changes in the real cost of motoring. That interpretation was based 
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upon three premises. Firstly, the manufacturers believed that demand 
was limited to the upper and middle classes and, as such, that demand 
was income inelastic but distribution of income elastic. By the late 
19208, the Society of Motor Manufacturers and Traders was prophesis- 
ing imminent saturation on the assumption that potential car owners 
were those with incomes of more than £400 a year.” By the late 1930s 
although the income limit had been revised downwards to £250 a year 
the notion remained that car ownership was limited to the upper and 
middle classes.” 

Secondly, the inter-war car market was viewed as disproving 
received wisdom on the price determinants of demand. In theory, 
consumption will rise as purchase prices decline. The direct opposite 
occurred in the inter-war period.” Purchase prices fell most in the 
1920s and remained relatively stagnant in the 1930s; yet ownership 
experienced its most rapid growth levels in the latter rather than the 
former period.” ‘Test’ cases appeared to validate this view. When the 
Morris Minor was offered to the market as the first £100 car, it was not 
sales of that car which boomed, but its more upmarket version, which 
cost 10 per cent more.” Demand, in other words, was considered to be 
price inelastic. 

The notion that quality considerations were all important was based 
on the notion that the British consumer was influenced less by purchase 
prices than by running costs.” This view was hardly surprising given 
prevailing running costs. At the end of the 1930s total standing charges 
on a typical 8 h.p. car amounted to £32.35; total annual running 
expenditure costs for the same car amounted to £24.75.” This yields an 
annual average total cost of £57.10: more than a third of the original 
purchase price for a car of that model size in the late 1930s. Demand, in 
other words, was deemed to be price inelastic but total running cost 
elastic. The strategy adopted by the manufacturers was thus based on 
the premise that the market for cars was based in the upper and middle 
income groups, who cared more about quality and performance than 
price. 

The production and marketing policies underpinning these trends were 
price competition in the 1920s and price-quality competition in the 1930s. 
The strategy in the former period was to boost and extend ownership via 
price cutting wars and in the latter period to compete for a given market 
on the grounds of quality for price and product dif-ferentiation. Pro- 
duction and marketing strategies from the late 1920s pursued a twofold 
strategy to deal with this problem. The first strategy related to 
the introduction of small cars — less than 10 h.p. — which were not 
only cheaper to buy but also, and more importantly, cheaper to run 
than the more powerful models.” The second strategy involved a 
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concentration not only on the aesthetic appeal of the car but also on its 
performance. As such, contemporary car manufacturers focused 
on reliability, speed and economy of running.# An awareness of 
some stickiness in the market in respect to price is evidenced by 
the introduction of hire purchase which contemporaries deemed 
instrumental in the extension of car ownership.” In the 1920s, the 
major car producers in the UK adopted the American practice of 
selling cars on hire purchase. 

In general the qualitative business history literature has endorsed 
both the identification of the demand side problems and the strategy 
adopted by the inter-war car manufacturers. The 1930s is generally 
viewed as representing the second stage in the growth process when 
ownership is diffusing among the middle income groups in society.” 
The belief that car ownership was limited to the upper and middle 
classes is implicitly endorsed in the emphasis on the relationship 
between the growth of car ownership and the rise in the real incomes of 
the middle classes in the period.” It is generally accepted that price- 
quality rather than price competition was the appropriate strategy in 
the 1930s, given that demand was running cost elastic but price inelastic 
and that hire purchase was very important in boosting ownership.” 
This literature has not, however, tested any of these perceptions. 

Quantitative analysis, by comparison, has concentrated on total 
average price elasticities rather than elasticities which take into 
account different car price ranges and has not incorporated hire 
purchase into the estimates of the price constraint. Likewise, income 
has been defined in terms of GNP rather than specifications which test 
the distribution of income constraint. Estimates of running cost 
elasticities have focused on the relative importance of petrol and horse 
power taxation. Crucial though petrol and taxation costs were, the 
narrow specification will underestimate the full impact of the total 
running cost constraint. Tax and petrol costs were but one part of the 
standing and running cost charges respectively.“ If then we are 
to understand the exact nature and strength of the demand side 
constraints and to evaluate the viability of Fordism, further econo- 
metric work is required. The following sections of this paper address 
this requirement. 


IV 


The model used in this research embodies the economic theory of the 
diffusion of demand for consumer goods and the manufacturers’ 
perceptions of the demand side constraints as outlined above. We 
begin by outlining the concept of saturation. 
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Consumer demand theory tells us that the growth of the market for 
consumer durables goes through a three stage process. In the first stage 
the good is perceived as a luxury, sold at prices which confirm that 
perception and, as such, restricted to the wealthy minority of con- 
sumers. Growth rates in this stage are slow and ownership levels are 
very low. The second stage describes the transition to and diffusion ‘of 
ownership through the middle income ranks. The diffusion curve shifts 
and changes its shape, but ownership remains limited to a minority of 
the population. The final stage reflects a further shift and change in 
the shape of the diffusion curve as the market is extended to mass 
ownership levels. High growth rates and ownership levels reflect the 
transition to the third stage of a mass market. Saturation will occur at 
the end of each stage in this process.” The inter-war period marked the 
transition from the first to the second stage in the diffusion process. 

The time series model adopted in this paper treats the diffusion of car 
ownership as being a function of time (t) but as being constrained by 
those factors which the manufacturers deemed to be important, i.e. 
current levels of income (y), price (p) and running costs (r). 

The explanatory model was estimated as: 


Ac, = a(c,* — c,-D (1) 


where c, is the percentage of households owning cars in period t, A is 
the first difference, c,_, is lagged stock. The determinants of desired 
stock, 2,*, were specified as: 


c,* = Bo + Bit — Bat? + Bap, + Bay: + Br, (2) 


P+ is the price variable, r, is the running cost variable and y, is the income 
variable. The functional form of the trend is quadratic.” The basic 
model derived from equations (1) and (2) was: 


Ac, = of + afit — af>t2 + ofBsp, + aPsy, + ofsr, + ac 
= ao + aıt — agt? + asp, + aay, + asr, — agcy—1 (3) 


where ao = afo etc. All variables, save t and t”, were specified in log 
terms. In its basic formulation, the time series model did not specify the 
exact form of the price (p), income (y) or running cost (r) variables. 
Estimation of the best fit model necessitated the testing of different 
specifications of these variables. The specifications of the price, 
income and running cost variables used in this research are given in 
Table 4. 
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TABLE 4 
TIME SERIES ANALYSIS: VARIABLE DEFINITIONS AND SOURCES 


Ac Year on year change in the percentage of households owning cars (aggregated 
over all car categories). Society of Motor Manufacturers and Traders, The Motor 
Industry of Great Britain (1925-39). 

yi Disposable income per household, i.e. income after tax. C. Feinstein, National 

Income, Expenditure and Output in the UK, 1855-1964 (1972), Table 10, p. T28. 
l income and ‘necessities’ 


Discretionary 

(housing, food, fuel and hght). Estimated from Feinstein, National Income, 
Expenditure and Output, Table 10, p.T28. 

ys Rateable value per household. Ministry of Health, Rates and Rateable Values, 


ya Average salaried income per salaried worker. Income from Feinstein, National 
Income, 


Chapman and R. Knight, Wages and Salaries in the United Kingdom, 1920-1938 

(Cambridge, 1953), Table 12, p.32. 

Average purchase price of cars. R. Stone and D. Rowe, The Measurement of 
I and Behaviour in the United Kingdom, 1920-1938 


g 


P2 Purchase price of cars m the 9-10 horse-power range. Ibid. 

Ps Purchase price of cars in the 11-16 horse-power range. Ibid. 

Jt Proxy flow cost. Purchase prices as for p above. Interest rates (1) D.K. Sheppard, 
The Growth and Role of UK Financial Institutions, 1880-1962 (1971), Table 
A3.7, p. 190-1. 

x: As x above but incorporating 1927 estimates of deposit and repayment terms. 
United States Department of Commerce, Instalment Selling of Vehicles in 
Europe, Bureau of Domestic and Foreign Commerce 1928, Trade Information 
Bulletin, No. 550. 

r Total average running costs. Stone and Rowe, Measurement of Consumers’ 

and Behaviour Vol.2, Table 26, p59. 

Ty Tax rate on cars. Society of Motor Manufacturers and Traders, The Motor 
Industry of Great Britain, 1920-38 inclusive. 

T2 Price per gallon of first grade petrol. Ibid. 

Is Price per pint of first grade oil. Ibid. (1936), p.139; (1938), p.161. 

t time: 1924-38 inclusive. 


All variables specified in log terms. 
Income, price and running cost variables all deflated by the cost of living index. 


v 


The results of the time series analysis are detailed in Table 5. In this 
section the aim is to assess the results in terms of the UK car manu- 
facturers’ perceptions of the demand side constraints and, by reference 
to comparative data on the USA and Europe, to determine the 
comparative demand advantages faced by the UK car industry. This 
section thus permits an evaluation of whether the problems which 
determined strategy were correctly perceived. 
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Contemporary views as to overall price inelasticities appear to be 
confirmed by Table 5. The coefficients on the average retail price (p) 
variable are low and statistically insignficant.“ Contemporary views on 
the ability of small cars to overcome purchase price constraints are not, 
however, confirmed by this paper. Demand was price inelastic for 
small (pı) and small to medium (p2) cars. Both variables record low and 
statistically insignificant coefficients. The introduction of cheap cars 
did not act as a strong stimulus to growth in terms of the purchase price 
constraint. Demand was however, price elastic in the medium (p3) car 
price range, indicating that the price of cars in the more expensive 
groups did act as a constraint on market development. 

The explanation for revealed price inelasticities lies in the high level 
and lack of variation in car prices in all car model ranges in the period, as 
demonstrated in Table 6. A car cost nearly the same as a house in the 
1930s. In the years immediately before the Second World War semi- 
detached houses in 5 provincial towns could be bought for £300-500.* 

To confirm that revealed inelasticities did reflect consumer resistance 
to the high level and lack of variation in car prices, a counterfactual 
experiment was conducted to predict the gain in car ownership 
had prices been substantially reduced. Would the predicted gain 
have justified supply side changes leading to cost and hence price 
reductions? The experiment was conducted by predicting the impact 
on UK car ownership of American prices and incomes. A model based 
on Equation (3) and using estimated parameters from Table 5 was 
simulated to incorporate American data and the likely impact was then 
tested numerically. The results indicate that substantial reductions in 
purchase prices on American levels would have boosted ownership 
signficantly. The gain with American prices and incomes would have 
been substantial — expanding the market by a third from 20 per cent of 
all households to 27 per cent by 1938. This would indicate that by failing 
to instigate the supply side changes which could have reduced costs and 
thereby facilitated price reductions, the UK car manufacturers were 
blunting their potential domestic market. 

Demand was then price inelastic as a result of high average purchase 
prices. Consumer demand theory would indicate that an obvious way 
of over coming cost constraints in the absence of price reductions is the 
introduction of hire purchase.” The results for the flow cost (x) 
variable reported in Table 5 indicate that hire purchase did help 
overcome cost constraints. The x coefficients are high and statistically 
significant. The results suggest that the qualitative secondary literature 
is correct in associating the growth in car ownership with the spread of 
hire purchase.” The records of the finance houses, however, suggest 
that the basic motivation behind the manufacturers’ introduction of 
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TABLE 5 
TIME SERIES ANALYSIS: SUMMARY OF NATIONAL AGGREGATE 
MODEL RESULTS 
Independent Variables 
nee 
Dependent Running Dependent 
Variable Income Price Costs Variable 
ne 
Ac 0.6155 y; —0.1146 x —0.8639 r —0.9374 
(2.1246) (—6.5486) (3.3342) -3 
Ac —0.063 Yı +0.8203 x —1.2641 r +0.1349 
(1.4749) (—3.503) (—3.088) (0.4787) 
Ac 0.3515 y2 +0.6941 x —0.9839 r —0.0238 
(0.8165) (2.897) (2.506) (0.1136) 
Ac +0.7748 y, —0.3077 x +1.0479 r +0.961 
(0.764) (—1.024) (2.461) (2.021) 
Ac +1.498 ys —0.0411 x —0.3061 r; —0.8651 
(3.632) (—0.577) (—1.726) (—2.984) 
Ac +0.8802 ys —0.0798 x —0 I2 
(2.09) (—1.154) (—2.246) (—2.655) 
Ac +1.2756 ys —0.063 x -0.602 fs —1.0146 
(2.901) (—0.759) —1 (—2.281) 
Ac +1.0476 ys —0.0731 x —0.7643 r —0 
(2.594) (—0.862) (—2.137) (—2.412) 
Ac +1.0584 ys 0384 py —0.6824 r —0.6949 
(2.496) (0.146) (—1.887) (2.986) 
Ac +1.0725 Ys —0.1688 po —0.4679 r —0.8904 
(2.927) (—1.549) (—1.375) (—4.982) 
Ac +0.5626 ys Ps —0 r —1.1963 
(2.309) (—4.678) (—4.618) (—9.225) 


Note: t statistics in parenthescs. 


hire purchase has been incorrectly perceived. United Dominions Trust 
was able to sell its credit scheme to companies such as Morris and 
Austin on the basis of its ability to smooth the seasonal ffuctuations in 
car production rather than as a consumer demand boosting device. 
Credit facilities were therefore doubly important insofar as they 
smoothed production over seasonal lows and helped overcome cost 
constraints. The potential to overcome purchase price problems was, 
however, limited.” 

Given prevailing purchase prices, however, hire purchase could not 
fully overcome cost constraints at the time. Monthly repayments on a 
7-8 h.p. car at 25 per cent deposit, repayable over eighteen months at 5 
per cent interest in 1927 would have amounted to £11.58.” In the same 
year, average monthly disposable income amounted to £7.04. In 
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TABLE 5 (coat.) 
a 7 a 
t £ (constant) F R2 S 
+0.0797 -0.0016 4.6555 9.473 0.7964 0.0042 
(2.1141)  (-1.6) 
+0.1618 —0.0041 2.6451 5.895 0.9963 0.0043 
(2.6744) (2.2778) 
+0.1826 —0.0046 0.1284 6.479 0.9966 0.0041 
(4.122)  (—3.286) 
—0.1125 +0.0017 —8.7375 4.454 0.6145 0.0011 
(~1.043)  (+0.588) 
+0.0839 —0.0024 —0.8153 7.405 0.7472 0.0052 
(1.565) (—1.295) 
+0.0125 +0.0006 —0.3496 9.182 0.79 0.0043 
(0.402) (0.953) 
+0.1162 —0. +0.324 6.203 0.706 0.0061 
(1.287) (—1.001) 
—0.0153 +0.0013 +3.1487 8.756 0.7816 0.0045 
(—0.356) (1.466) 
+0.0123 +0.0009 +2.506 7.832 0.7592 0.0005 
(0.285) (0.912) 
+0.0621 —0.0001 +2.3262 10.878 0.8201 0.0037 
(1.854) (0.134) 
+0.1 193 +6.4539 35.854 0.9415 0.0012 
(4.972 (—1.793 





other words, the potential benefits accruing from the introduction of 
hire purchase in terms of the purchase price constraint were negated by 
high purchase prices. The importance of hire purchase can, of course, 
only be gauged by its uptake. Lack of data precludes an examination of 
the growth of hire purchase selling of cars over time. The available 
evidence, reported in Table 7, indicates that by 1927 most car sales 
involved deferred payment. 

The inter-war car manufacturers and later qualitative and quanti- 
tative observers believed, however, that their main demand side 
problem was not prices but running costs. Table 5 appears to confirm 
that diagnosis. In all reported results, the running cost (r) coefficient is 
high, statistically significant and dominates all model explanations. 
Equally, the notion that it was the total (standing plus running 
expenditure) charges which ‘explain’ running cost elasticities appears 
to be validated by Table 5. Although the petrol (r2) elasticity of —0.32 is 
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TABLE 6 


AVERAGE RETAIL CAR PURCHASE PRICES AND AVERAGE REAL PER CAPTTA 
DISPOSABLE INCOME IN THE UK, 1924-1938 


(£) 
Income Purchase prices of cars by h.p. size 
All cars 7-8 hp 9-10 hp 11-16 hp 

eee 2 7 : == 
1924 76.9 388.1 207.7 327.2 455.7 
1925 78.7 380.6 192.6 291.2 417.0 
1926 79.0 372.8 182.4 281.4 378.2 
1927 84.5 335.9 176.4 245.4 339.5 
1928 85.6 338.4 168.2 235.6 298.5 
1929 88.0 283.2 156.1 265.0 303. 
1930 89.0 279.0 160.1 268.3 334.9 
1931 91.3 263.4 150.1 265.0 360.0 
1932 90.7 240.4 146.0 271.5 307.6 
1933 94.2 242.7 156.1 271.5 319.0 
1934 95.3 246.6 158.1 323.9 334.9 
1935 100.0 235.4 148.0 271.5 323.5 
1936 97.9 223.7 156.1 287.9 312.2 
1937 98.0 212.3 156.1 304.3 307.6 
1938 98.7 212.8 160.1 304.3 309.9 





Source: Soclety of Motor Manufacturers and Traders, The Motor Industry of Great Britain 
(1924-39). 


TABLE 7 
PERCENTAGE OF INSTALMENT CAR SALES IN EUROPE AND THE USA IN 1927 


Total New Used 





France 50 7 43 
Germany 75 

Italy 75 

UK 60 

USA 64 62.6 65.1 





Source: Total hire purchase sales in France, Germany, Italy and the UK: United States 


Department of Commerce, Bureau of Domestic and Foreign Commerce, 
Trade Information Bulletin No. 550, Instalment Selling of Vehicles in Europe 
Man 


Association, Automobile Facts and Figures (1937), p.67. USA data refers to 
1929. New car sales in France: P. Fridensen, ‘French Automobile Marketing, 
1890-1979", in A. Okochi and K. Shimokawa (eds.), The Development of Mass 
Marketing: The Automobile and Retailing Industries, Proceedings of the Fuki 
International Conference on Business History (Tokyo, 1981), p.138. 
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in line with Foreman-Peck's estimates and the taxation elasticity 
(ra) confirms his emphasis on the importance of motor taxation, 
Table 5 demonstrates that it was total rather than specific elements 
which best “explain' car ownership. Previous work which has con- 
centrated on petrol and tax costs has thus under-estimated the full 
Impact of running costs on the growth of car ownership. In their reading 
of the importance of this demand constraint, the manufacturers were 
correct. 

The notion that tax concessions might be necessary implies the 
existence of an income constraint. Table 5 confirms that assumption. 
The salaried income (y,) and wealth (y3) coefficients are high and 
statistically significant, indicating that the qualitative literature is 
correct in associating the growth in car ownership with the real incomes 
of the upper and middle classes. The low and statistically insignificant 
coefficients on the average disposable (y,) and average discretionary 
(y2) income variables equally imply that the low incomes of the majority 
of the population probably did act as a major constraint on the growth of 
car ownership given the structure of car prices at this time. 

It is hardly surprising that the UK car manufacturers assumed that 
car ownership was and would remain an upper- and middle-class 
phenomenon. The wealth and salaried income elasticities reported 
above appear to confirm that assumption. The revealed income 
elasticities indicate that a key demand side problem was that of the 
skewed distribution of income in the UK In 1938, only 25 per cent of the 
population, or about 2.5 million people, enjoyed incomes of more 
than £250 a year.“ By definition, this means that 75 per cent of 
the population were excluded from the potential car market. The 
secondary literature which points to the comparative disadvantage the 
UK faced relative to the USA in terms of the size of the domestic 
market is correct in part, but it fails to address the salient point: the 
skewed distribution of income in the UK further reduced the potential 
domestic market. 

The UK car manufacturers correctly perceived then that car owner- 
ship was an upper- and middle-class phenomenon. The question, of 
course, is whether they should have adopted a more aggressive policy 
which would have shifted the diffusion curve and instigated mass 
market ownership. The validity of such a policy depends on whether 
the present market was expanding, had potential for growth and 
consequently whether in the medium term profitability was assured by 
the extension of the existing, middle-class market. The saturation date 
and level estimated from Equation (3) of 30 per cent in 1949 indicates 
that there was still room for the development of the existing middle- 
class market in the 1930s and, as such, a more aggressive policy which 
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would have shifted the diffusion curve might not have been justified — in 
the short term. 

The above paragraphs have reported the results of statistical analysis 
which tested the inter-war car manufacturers’ own perceptions of the 
demand side constraints. They have demonstrated that their diagnoses 
of the problems were correct. Demand was price and income inelastic 
given the structure of car prices in this country; demand was highly 
running cost elastic and finally, although the market was distribution of 
income elastic, there was still potential for growth in the expansion of 
the existing, middle-class market. 


VI 


Comparative analysis demonstrates that the UK car manufacturers 
were not unique in such demand side problems and that, given these 
problems, they performed well in a European context. In terms of 
demand side problems, the major difference was not between the UK 
and other car producing nations but between the USA and Europe. 

Data deficiency problems preclude the estimation of a comparative 
advantage evaluation. The available evidence does suggest, however, 
that in terms of the purchase price and income constraints, there was 
little difference between the European car producing countries. 
The major differences lay in the comparative advantage the UK 
manufacturers enjoyed in terms of hire purchase facilities and the 
comparative disadvantages they endured in respect to standing and 
running charges. The former reflects favourably on the UK financial 
institutions and implies a lack of rigidity in the relations between 
finance and industry in this country. The latter reflects unfavourably on 
economic policy in terms of the absence of a positive taxation policy to 
promote car ownership. 

Car prices were slightly lower in the UK relative to the other 
European car producing countries.“ In this respect, the UK car 
manufacturers created a comparative relative European advantage. In 
1936, the average car m use in Germany and France was retailing at 
£220; in the UK it was £210.2 It was the USA not the UK which was ‘out 
of line’. In 1936, the average retail purchase price in the USA was 
£159.30.“ Contemporary prices probably did act to constrain potential 
market growth in the UK but in this respect the UK was not unique. If 
anything, car prices in the UK were lower than those offered in Europe. 
Despite the constraints on cost reductions (see Section VII below), the 
UK manufacturers managed to produce cars which, on average, were 
cheaper than elsewhere in Europe. 

As Chanaron has pointed out, one of the principal explanations for 
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transatlantic differences in the spread of motor car ownership relates to 
differences in purchasing power.“ Relative annual real wages certainly 
help explain the higher ownership levels in the United States.“ They 
also help explain why ownership was higher in the UK than elsewhere 
in Europe in the inter-war period. Average real wage earnings in 
France and Germany were respectively just over half and just under 
three-quarters of those in the UK in the early 1930s.“ In European 
terms, the UK manufacturers enjoyed a distinct comparative advant- 
age. Even by 1938, the average wage or salary earner in Germany could 
still not afford to buy or run a small four-seater car.* Nor does the 
limited evidence available suggest that this relative advantage was 
negated by relative disadvantage in terms of the distribution of 
income. Data on income distribution do not exist for all European car- 
producing nations. The evidence for Germany (Table 8) suggests that 
in the distribution of income constraint the UK manufacturers may 
have been at a very slight comparative disadvantage. The difference in 
car ownership among the European nations obviously owed something 
to differences in real incomes and purchase prices; it owed more, 
however, to differences in running costs and credit facilities. 


TABLE 8 
THE DISTRIBUTION OF INCOME IN GERMANY AND THE UK 


Source: P. Flora, F. Klaus and W. Pfenning, State, Economy and Society in Western 
Europe, 1815-1975; A Deta Handbook (1987), Vol. 11, pp. 652, 672. 


The terms and conditions of motor vehicle instalment selling were as 
favourable in the UK as anywhere else in Europe (Table 9). The low 
permeation of hire purchase sales in France reflects the late adoption of 
such schemes by French car manufacturers (with the exception of 
Citroen), the failure of the French financial system to diversify into this 
new financial market and the reluctance of both small farmers and rural 
motor agents to enter into credit arrangements.” The UK, by com- 
parison, diversified into the hire purchase market immediately after the 
First World War.” That diversification did not reflect the early identifica- 
tion of the potential hire purchase market by either the UK financial 
institutions or the UK car manufacturers. The introduction and pro- 
motion of hire purchase for cars in the UK was American- 


258 BUSINESS HISTORY 


TABLE 9 


TERMS AND CONDITIONS OF MOTOR VEHICLE INSTALMENT SELLING 
IN EUROBE, 1927 


Average Percentage Average Period of Average Finance 


Down Payment Instalment (months) Charge 
I 
France 25-33 12-18 Flat charge 
Germany 25 18 (sometimes 12-24) Flat charge 9% over 12 
months or 13.5% over 
18 months 

Italy 25-33 18 7-8% interest 

UK 25 18 Flat rate: 5-7% 


De ooo 


Source: United States Department of Commerce, Bureau of Foreign and Domestic Com- 
merce, Trade Information Bulletin No. 550, Instalment Selling of Vehicles in 


Europe (May 1928). 


inspired.” In the early availability and the diversification of financial 
institutions into the hire purchase market, the UK owed its European 
comparative advantage to American not UK enterprise.” 

Section V demonstrated that a key demand constraint in the UK was 
total running costs. The UK manufacturers enjoyed a comparative 
international advantage in terms of the cost of petrol in this country 
(Table 10), but a strong international comparative disadvantage in 
terms of taxation (Table 11).* It is surely no coincidence that car 
ownership grew quite markedly when the horse power tax was reduced 
in 1935 (Table 3). The comparative disadvantage is made all the more 
stark if the taxation policies of the German government and their 
consequent effects on car ownership are taken into account. The 
upsurge in car ownership in Germany from 1933 has been traced in 
large part to the granting of widespread tax concessions from the spring 
of 1933.“ The abolition of motor tax on 10 April 1933 reduced 
maintenance costs by 10-15 per cent. Industry was encouraged to 
acquire cars by the introduction of tax deductions for new vehicle 
purchases and tax concessions on the purchase of used cars were 
introduced.* l 

The absence of such tax concessions is usually defended on the 
grounds that the horse power tax effectively created a protected home 
market for the UK car manufacturers since it imposed heavy taxation 
on American cars which typically possessed large bore, short stroke, 
high-powered engines compared with UK cars. Thus, although American 
cars were cheap by UK standards, they were more expensive to run and 
to tax than their British counterparts.” Insofar as the horse power tax 
encouraged the production of small cars which were cheaper to buy and 
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TABLE 10 
RETAIL PRICE PER GALLON OF PETROL IN 1937 
(pence) 
Retail Price Tax Total Retail 
Excluding Tax Price 
UK 11.5 8.0 19.5 
Germany 14.7 20.0 34.7 
Italy 12.1 14.7 26.8 
France 11.0 14.6 25.6 





Source: Society of Motor Manufacturers and Traders, The Motor Industry of Great 
Britain (1937). 


TABLE 11 


INTERNATIONAL COMPARISON OF PRIVATE CAR TAXATION ON 8,000 MILES 
PER ANNUM OF THE AVERAGE CLASS OF CAR IN USE 


(£) 





Direct tax _ _ 3.08 9.0 
Fuel tax 17.35 14.85 2.37 9.8 
Driving Licence 0.09 0.10 0.10 0.25 
Other taxes 1.85 0.80 1.50 6.00 
Total annual tax 19.29 15.75 7.05 25.05 
Average tax per 1000cc 1.10 0.90 0.20 1.67 





Notes: France and Germany: basic tax is petrol tax; other taxes refer to sales tax. 
US: basic tax is basic tax, unladen weight; other taxes refer to sales tax. 
UK: besic tax is tax per horse power; other taxes refer to insurance. 
The average class of car in use was: 
France and Germany: 1,750cc, 14 h.p., 22.5 cwts., consuming 38 gallons of petrol 
per 1,000; U.S.A: 3,500 cc. 27 p., 26.5 cwts., consuming 48 gallons per 1,000 
miles; UK: 1,500 cc., 12 b.p., consuming 37 gallons per mile. 


Source: Society of Motor Manufacturers and Traders, The Motor Industry of Great 
Britain (1937), Table 71, p. 130. 


to run and, insofar as the growth in car ownership was based on the 
small and small to medium car market, then taxation policy may have 
indirectly boosted the car market for the UK manufacturers. This, 
however, fails to explain why enlightened tax concessions on the 
German model were not adopted in the UK. Given that the growth in 
car ownership in the post-war period has been based to a very large 
extent on the growth of both the used car and the company ficet 
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market, tben the German tax concessions seem particularly forward- 
looking. The absence of such policies in the UK by comparison seems 
particularly unenlightened. Official reports at the time never con- 
sidered such schemes. Horse power tax to protect the home market 
(negative taxation policy) and tax concessions to promote car owner- 
ship (positive taxation policy) are not mutually exclusive. Nor did the 
horse-power tax truly succeed in its stated purpose of creating a 
protected home market. In 1937, Ford accounted for 20.1 per cent of 
the UK market. 

A correct diagnosis of the demand side problems is one thing. It is, 
however, the prognosis and the consequent strategy designed to 
overcome such constraints which matters. In the final analysis, any 
evaluation of the performance of the UK car industry depends on how 
the industry reacted to and dealt with the demand side problems. 


vil 


The fusion of demand side with supply side analysis is directed towards 
an explanation of why the UK manufacturers did not shift the diffusion 
curve into the third, mass ownership stage. The demand analysis 
reported above indicated that a substantial reduction in purchase 
prices to American levels would have boosted ownership very sig- 
nificantly. It was summised that by failing to instigate the supply side 
changes which might have instigated price reductions, the UK manu- 
facturers were blunting their potential domestic market. This section 
thus analyses what prevented the inter-war car manufacturers from 
instigating the production changes which could have led to cost 
reductions and hence the price reductions necessary to shift the dif- 
fusion curve. The aim is to extend the recent supply side work which 
focuses on the labour relations constraint to show how and why the 
manufacturers’ reactions to the above demand side constraints further 
precluded the possibility of cost and hence price reductions which 
might have extended the market. 

Lewchuk’s work on the UK car industry in the inter-war period has 
explained the ‘failure’ to instigate cost reductions and hence price 
reductions in terms of the ‘failure’ to switch to a Fordist strategy which, 
in turn, has been attributed to the outcome of industrial relations 
strategy. The result of this ‘failure’ meant that the British system was 
characterised by lack of standardisation, lack of high throughput 
production processes involving high technological investment and 
imperfect management over shopfloor practices.” In the Lewchuk 
view of the world substantial price reductions were impossible and, 
given the level of prices, demand was price and income inelastic.” 
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It is not the aim of this paper to enter into the Lewchuk/Tolliday 
argument as to the strength of the labour unions in the inter-war UK car 
industry. The ‘failure’ to instigate the cost reductions which might have 
led to price reductions owed more to a fusion of factors on both the 
supply and the demand sides than to any single supply side (i.e. labour 
relations) problem. The absence of Fordism in the inter-war car 
industry was less a question of ‘failure’ than a reflection of how demand 
and supply could be in equilibrium, but at a suboptimal position. 

Tolliday is correct to point out that one of the problems with 
Lewchuk’s explanation is that it ignores the incentive to change 
production technologies given the size of the potential market. The 
small relative size of the UK domestic market at a time of depressed 
international trade acted to negate the viability of Fordist strategies. 
This, in turn, negated price reductions since Fordist strategies only 
made sense when a large volume of output enabled the firm to gain most 
of the economies of scale at each stage of production. In the inter-war 
period, Fordist strategies may have been appropriate in the United 
States given the size of the domestic market (in 1937, the US car 
industry produced nearly four million cars),” but the UK car manu- 
facturers, by comparison, were operating in a different league. The 
high point of UK motor car production was in 1937 when 390,000 cars 
were produced.© This, however, is only part of the story. 

Market differentiation in the UK compounded the problem of 
market size and hence the potential for realising economies of scale. 
Not only was total output low, but the industry was too differentiated. 
In these terms, the UK car industry was at a comparative US and 
European disadvantage. In 1937, Ford, Chrysler and General Motors 
accounted for 85 per cent of US production.“ In the same year, 
Citroen, Peugeot and Renault accounted for 74 per cent of French, 
Opel and Blitz, DKW and Adler accounted for 70 per cent of German, 
and Fiat for 80 per cent of Italian domestic sales.“ By contrast, in 1938, 
Morris, Ford and Austin accounted for 61.4 per cent of the UK 
market.© Market size may have been a real problem in the UK car 
industry; market differentiation however compounded the problem 
and placed the UK car industry at a comparative European dis- 
advantage.“ Market differentiation resulting from the nature of 
oligopolistic rivalry in the period exaggerated the inability to achieve 
economies of scale which might have produced the price reductions 
capable of shifting the diffusion curve into the third, mass ownership - 
stage. 

This, of course, raises questions as to the nature of oligopolistic 
rivalry in the period. Maxcy and Silberston have attributed the 
apparent inability of Austin and Morris, the two largest firms, to 
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consolidate the position they had in 1929 and effectively drive out other 
producers to four factors: the shift in demand to small horse-power 
cars; increased competition in the form of Ford and Vauxhall; the 
emphasis on product differentiation (see below); and management 
difficulties.“ To these a fifth could be added: that of the determination 
of Morris and Austin not to cede personal control of their empires.“ 
Foreman-Peck, Thoms and Donnelly have argued that, amongst the 
smaller car companies, the exit adjustment process which might have 
led to further amalgamations was negated by the policies of the banking 
sector. Banks, it is said, were not prepared to allow the firms to go 
bankrupt either because of loyalty or for fear they might not recover all 
their loans and hence ‘the banks may have been responsible for 
perpetuating an inappropriate industrial structure’. 

A further constraint emanated from the financing policies of the 
major car manufacturers. Investment in new capacity was ceded to the 
higher claims of dividends in Morris and Austin.* The net outcome of 
these policies was that capital-labour ratios remained low. Low capital- 
labour ratios have been ascribed in the literature to the absence of 
monopoly market power and manufacturers’ willingness to distribute a 
high percentage of earnings as dividends and by Lewchuk to manage- 
ment’s lack of control over effort norms which discouraged investment 
in new capital equipment.® This again is only part of the story. 

Whilst Tolliday is correct to point out that the size of the domestic 
market acted to negate the viability of a Fordist strategy, and Foreman- 
Peck, Lewchuk and Maxcy and Silberston are undoubtedly right to 
point to the organisational deficiencies in the motor car industry, the 
real problem was that the incentive to reform capital-labour ratios and 
to overcome the ceiling placed on cost reductions posed by market 
differentiation was negated by the strategies the manufacturers 
evolved to deal with the perceived demand side constraints. The 
implicit strategy was to take the constraints as given, to compete on the 
grounds of quality and price in a limited market rather than to complete 
on price and quality in an extended market. 

The explicit strategies were product differentiation and price-quality 
competition, which, in turn, depended on manufacturers’ perceptions 
of the running cost and distribution of income constraints, and which 
acted to confirm rather than overcome the income and price con- 
straints. Price quality competition refers to the strategy of competition 
by model and design rather than price with each car firm producing the 
best car it could at the ‘going price’ rather than attempting to undersell 
its rivals.” The UK manufacturers at the time, by stressing quality for a 
price rather than quality and price were implying that price and quality 
were mutually exclusive. They are not. Variety and change were also 
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characteristic of the production and marketing policies of Chrysler, 
Ford and General Motors, but the Americans were far more successful 
in combining variety with standardisation and hence producing 
cheaper cars.” 

Product differentiation refers to the policy of producing a large 
variety of types of cars to suit the perceived preferences of the middle- 
class market rather than concentrating on the production of a much 
more limited range of models.” The sheer variety and frequent changes 
in the UK car production meant short runs of individual models which 
resulted in higher costs of production than might otherwise have been 
attained.” Thus in 1938, the ‘Big Six’ UK car producers produced 40 
different types of engine and an even larger number of chassis and body 
types. The policy of product differentiation thus compounded the 
ceiling on price reductions. 

The price quality and product differentiation policies were based on 
the premise that the domestic market was located in the middle classes 
(the distribution of income constraint) who placed a high premium not 
only on quality but also on performance (the running cost constraint) 
and who were less concerned with purchase prices (the purchase price 
constraint). Competition in the form of product differentiation and 
price quality competition was thus geared to tapping the specific 
preferences of this specific group. The problem is that these policies 
whilst directed to stressing quality and extending the middle-class 
market, created a vicious circle since they contributed to the pro- 
liferation of models which, in turn, kept unit costs high and thus further 
precluded price reductions.” 

The twofold strategy, coupled with market differentiation, com- 
pounded the inability to effect price reductions emanating from the 
problem of market size. The strategy ensured that the market would 
remain middle-class. Equilibrium in the UK car industry in the 1930s 
was thus characterised by price quality and product differentiation 
competition in a limited market. Supply and demand constraints can, 
however, be overcome by a shift in strategy. In the inter-war period, the 
constraints were determined in part by the strategies adopted by the 
manufacturers. The policies of product differentiation and price 
quality competition created a vicious circle. The response to the 
distribution of income constraint acted to confirm and to compound 
that problem. The underlying ethos was to take the constraints as 
given, and to gear production and marketing policies accordingly. The 
view that demand was price inelastic, running cost elastic, and limited 
to the middle classes became a self fulfilling prophesy. 

In the short term, such policies were probably rational. A more 
aggressive policy which would have shifted the diffusion curve would 
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have been justified if saturation was imminent. Saturation, however, 
was not imminent. There was still room for growth in the 1930s. Short 
term protitability could and was assured by a policy which concentrated 
on the extension of the existing market. In the short term, the class 
elasticity of demand and the potential for extension within the existing 
market were such as to ensure short term profitability and to Justify the 
avoidance of any major transformation of the industrial processs along 
Fordist lines. 

But in the long term? In the long term, the decisions made in the 
inter-war period set the scene for the post-war problems of the British 
car industry. In the short term, the policies were profitable and 
rational. But the policies were designed to avoid confronting and thus 
shifting the constraints. The descriptions ring bells as to the analysis of 
the failure to develop ‘new’ industries in the late Victorian decades and 
‘high tech’ industries in the post-war period. The inter-war car industry 
played it safe, for short-term profitability and for the avoidance of 
labour relations problems or managerial overhaul. A more aggressive 
policy, however, might just have addressed the rigidities in labour and 
capital which bred low productivity, and which have underpinned 
Britain’s poor relative economic performance. That, however, is a 
criticism which is not unique to the inter-war car industry. 
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The nature and activities of British large corporations in the twentieth century 


of the British corporate economy which emphasises the preponderance of 
service-providing companies. Contrary to the conventional wisdom, industrial 
enterprises are shown to be untypical of Britain’s largest modern companies. 
Additionally, the article considers changes in corporate size, concentration, 
and the nature of corporate activity. 


ee eee ee 


The emergence of large scale enterprises in modern economies has long 
been a subject of investigation.’ Economists have considered the 
theoretical implications of large corporations which can influence 
market prices, and which are controlled by managers with a high 
degree of autonomy’ in pursuit of goals beyond profit maximisation." 
Statistical evidence has been used to test the theoretical models offered 
to explain the behaviour of large scale enterprises.’ Business historians 
have provided narratives of the activities of large corporations‘ which 
have recently provided the raw material for a comparative analysis of 
the managerial structures associated with large companies.’ 

The expansion of the size of firms and an increase in the degree of 
concentration within specific industries are clearly evident within 
modern capitalist economies. Chandler’s concept of the ‘visible hand’ 
provided a major conceptual tool that explained how corporations 
introduced integrated managerial structures and co-ordinated produc- 
tive processes which removed the limitations and constraints imposed 
by the ‘invisible hand’ of the Smithian market.* The modern corporate 
economy is frequently defined by these characteristics: size, con- 
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centration and organisation. In the British context Hannah has 
suggested that the emergence of the modern corporate economy, and 
its associated beneficial productivity-increasing effects, was pre- 
dominantly an mdustrial phenomenon which became a pronounced 
feature of the economy in the 1920s.” However, it seems that any 
view of British economic development in the twentieth century 
which focuses primarily upon the industrial sector is likely to prove 

In this article the emergence of large enterprises in the British 
economy is considered in the light of recent reappraisals of British 
economic history. In contrast to the central concerns stimulated by the 
idea of an ‘Industrial Revolution’, which predicate the vitality of 
manufacturing and the provinces, a reinterpretation of post-1700 
British economic development has recently emerged which stresses the 
dynamic provided by the expanding services sectors,” the wealth of 
southern England,” and an orientation towards the world economy.” 

The argument presented here projects aspects of the latter hypoth- 
esis into the twentieth century. It highlights the association of the 
emergence of large scale companies engaged in the provision of 
services with the relatively large size of the services sectors within the 
British economy and the high levels of productivity in that sector 
relative to the manufacturing sector.” The database” constructed to 
mvestigate the emergence of big business in Britain also allows 
examination of subsidiary issues, including changing patterns of 
concentration and corporate survival. 


I 


Interpretations of British Economic Growth 


Until recently the historiography of British economic history was 
dominated by an association of economic development with industrial- 
isation; there was an assumption of the primacy of the manufacturing 
sector which stressed industrial expansion and extension.” In short, 
the view was encouraged that Britain experienced an Industrial 
Revolution during which economic performance was commendable; 
subsequently Britain experienced de-industrialisation, with conse- 
quent relative economic decline.“ Although this tends to caricature, it 
is a picture which dominates popular perceptions of Britain’s economic 
past. 

The macro-economic story was supplemented by interpretations 
of business performance which lauded the genius of the pioneers 
of industrialisation and highlighted the shortcomings of those who 
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inherited this legacy and denigrated their lack of entrepreneurship.” 
Between these two periods lay the troubled epoch of the late Victorian/ 
Edwardian era, when set in a climacteric, of much-disputed timing.” 
Businessmen exhibited little entrepreneurial vigour® and failed to 
recognise the opportunities for industrial development seized by more 
alert competitors in the United States and Germany. It was in these 
countries that firms successfully applied scientific methods of industrial 
production” and built systematic managerial structures.” 

Slowly but surely, however, recent research has altered the perceived 
contours of British economic growth. Whereas traditional interpret- 
ations stressed the significance of industrial development, and the 
associated importance of businessmen and firms in the manufacturing 
sector, the revisionist view, inevitably quantitative in nature, identifies 
the occurrence of economic growth across a broad spectrum of 
economic activities. Attempts to identify causal relationships which 
explained the performance of the national economy were reflected in 
the literature which considered specific industries and individual 
enterprises. One aspect of the debate over the performance of the 
British economy during the 50 years before the First World War was 
the search for examples of entrepreneurial failure.” After the inter- 
ventions of the ‘New Economic Historians’ it became difficult to accept 
a story which propounded general failure of entrepreneurship in 
Late Victorian Britain. Total factor productivity studies of indi- 
vidual industries tended to offer mitigating evidence on behalf of the 
apparently maligned British manufacturer of the pre-1914 period.” 

The debate continues. There has been an interesting convergence of 
critics of the ‘redemptionist’ position and those who wish to argue that 
there was an apparent macro-failure of the British economy before 
1914. Economic historians critical of Late Victorian economic per- 
formance have recently restructured the nature of the their research 
projects. Attempts to demonstrate productivity failures, general or 
specific, have been replaced by arguments concerning the nature of 
British capitalism and its constituent economic institutions. According 
to Kennedy, ‘Victorian failure was great, but it was not the failure of 
individuals. It was the failure of an economic system to harness 
effectively, beneficially, and harmoniously the vigorous efforts of a 
talented people’.* In similar vein, Elbaum and Lazonick have sug- 

that atomistic competition within British industry constrained 
potential industrial expansion because it prevented the emergence.of 
modern corporations: limited by size and management structure, 
manufacturing firms in Britain were unable to reap the benefits of 
Chandler’s Visible Hand.” 
But this critique of Late Victorian/Edwardian British business seems 
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vulnerable to at least one telling criticism. Big business was already 
emergent in the British economy by the end of the Victorian period; in 
fact, if the early trading companies are included, it already had a long 
history. The emergence of large companies was not prevented by legal, 
social, technological or economic barriers and such corporations 
produced a wide range of goods and services. Not only did British 
manufacturing companies figure among Britain’s largest companies, 
they also made a respectable showing among the ranks of the largest 
manufacturing companies in the world. Successful management of 
large enterprises was not beyond the competence of British business- 
men, even in the manufacturing sector. As for the service sector, it 
would appear that large companies were consolidated here even earlier 
than has been suggested by a recent enthusiast for a reassessment of 
their role m advanced economies.” 

Why then is it so widely believed that British companies long suffered 
from relative smallness? The perception probably has three roots. 
First, most of the empirical evidence presented by proponents of this 
view is drawn from studies of manufacturing companies per se. 
Secondly, many of the studies undertaken by economic historians have 
tended to concentrate on British industries in which small firms were 
predominant. Thirdly, many writers have taken as their basic reference 
point the seminal article by Peter Payne on the emergence of the large 
scale company in Great Britain before 1914.” The orientation of this 
research towards manufacturing has been reinforced by subsequent 
research into the size of British compamies in the industrial sector. 
Yonekawa, like Payne, used the nominal value of issued capital to 
indicate the size and size distribution of British firms in the industrial 
sector in 1929.% Shaw used employment as the criterion to indicate 
Britam’s largest manufacturing companies in 1907” and, in a similar 
exercise, Johnman used labour employed to identify the largest manu- 
facturmg companies in 1935.” A comprehensive survey of British 
companies which uses an alternative indicator of size provides a very 
different picture of the emergence of large companies in Britain. 


II 


The British Economy and the Services Sectors 


One aspect of interpretations which place heavy emphasis on the 
industrial sector has been the neglect of the contribution to economic 
growth made by the services sectors, which is assumed to be in some 
way dependent, passive and inferior. For example, the relative decline 
in ‘Britain’s international economic pre-eminence after the 1870s 
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was associated with poor industrial growth and the expansion of 
the services sectors, which necessarily depressed the growth of 
productivity in the economy. While the growth of services indicated 
economic maturity, expansion of the services sectors was also indica- 
tive of a symptom of industrial failure.” 

The limited movement away from the assumption that, in terms of 
contributions to productivity growth and economic development, the 
manufacturing sector was superior to the services sectors, is demon- 
strated by the writings of two major authorities. In his assessment of the 
impact of service activities on the growth of the British economy at the 
turn of the last century Mathias suggested cautiously, ‘Furthermore, in 
the later stages of industrialisation the tertiary sector of the economy, 
providing services, tends to grow at a faster rate than the manufacturing 
sector. Because productivity increases have tended to be lower in 
certain large areas of employment in the tertiary sector, such a struc- 
tural change in a maturing economy not uncommonly encourages 
lower rates of growth’. Floud offered a similar, equally circumspect, 
view: ‘By the late nineteenth century, Britain’s shift into service 
industries and the tertiary sector, which in general experience low 
rates of growth of productivity (where they can be measured at all 
satisfactorily) may have retarded British productivity growth by 
comparison with other countries where the major shift was from 
agriculture to manufacturing industry’.* 

A review of studies of British twentieth-century economic growth 
reveals a conviction, held alike by many economists and economic 
historians, that industrial expansion has been the prime mover of 
British economic growth. The popularity of ‘Kaldor’s Law’ among 
economists demonstrates the extent to which the manufacturing sector 
is regarded as the prime source of productivity growth. Sceptical 
criticism of Kaldor’s propositions has tended to concentrate on 
problems of modelling this relationship rather than questioning the 
applicability of the theory to modern British economic growth.” The 
relative expansion of services sectors has thus become integral to 
explanations of Britain’s slow productivity growth in the late nine- 
teenth and twentieth centuries. 

However, the relative importance of the services sectors is revealed 
in Table 1 which indicates the proportion of output produced and the 
proportion of inputs, labour (L) and capital (K), employed in each 
sector of the British economy in 1913, 1937 and 1973; relative labour 
productivity (Q/L), capital productivity (Q/K) and capital:labour ratio 
(K/L) indices are also presented in Table 1. The indices for relative 
labour productivity offer no evidence of a favourable performance on 
the part of the manufacturing sector;” in fact the opposite could 
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TABLE 1 


SECTORAL SHARES OF OUTPUT (Q, %), LABOUR (L, %) AND CAPITAL (K, %) 
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be argued for 1913 and 1973 when the manufacturing sector had 
particularly low levels of relative labour productivity. The commerce 
sector, a category composed of a mixed and varied collection of service 
activities, including banking and finance, retail and wholesale distri- 
bution, personal services and hotels and catering, drops significantly 
below the average level of labour productivity only m 1937. Inspection 
of the indices of relative labour and capital productivity for manu- 
facturing and commerce also suggests that relative total factor pro- 
ductivity, estimated by any plausible factor shares, is consistently 
higher in the commerce sector than in the manufacturing sector. There 
is no evidence here that commerce, the services sectors most likely 
to be chosen as showing these tendencies, exhibited low productivity 
relative to either the manufacturing sector or the average performance 
within the aggregate economy in the twentieth century. On the other 
hand, the assumption that the manufacturing sector played the prime 
role in generating economic growth and increased productivity is not 
supported. 


Data and Definitions 


The reappraisal of the scale of Britain’s largest companies presented 
here rests upon three surveys of the largest 50 companies ranked by 
estimated market value. The reader should be aware of a number of 
definitions and guidelines which were adopted to construct the data set. 
Some of these may appear arbitrary, perhaps verging on the ad hoc; but 
this is surely inevitable given the nature of the exercise and the data. In 
mitigation it must be pointed out that determined efforts were made to 
ensure consistency within each cross-section.” 

First, consider the choice of years: 1904/5, 1934/35 and 1985. Ideally, 
the year chosen should be unexceptional and representative of its era. 
The earliest data was predetermined by Peter Payne’s use of the 1905 
Stock Exchange Year Book as his original source for the nominal 
capitalisation of Britain’s industrial companies.” Apart from the 
Russo-Japanese war, 1904/5 seems as typical as any in the Edwardian 
period. The selection of a representative year in the inter-war period 
is fraught with difficulty; the effects of demobilisation, post-war 
inflation, general strike, sterling crisis, slump, and re-armament 
make most years untypical for one reason or another. After much 
consideration 1934/35 was adopted. The economy had emerged from 
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the depths of depression, was beginning a period of expansion but was 
as yet unaffected by either expectations of or preparations for war. 
Proximity makes the choice of 1985 problematic; but lacking a general 
election, stock market collapse, or even a major supply shock such as an 
oil price-hike, it appeared suitable.” 

Secondly, note the geo-political dimension of the definition of 
British. With the achievement of Irish mdependence, companies in the 
south of Ireland, which were part of the United Kingdom in 1904/5, 
were located in the Irish Free State in 1934/35 and the Republic of 
Ireland in 1985.” 

Thirdly, a British company is defined here as a limited company 
registered under British law, having equity denominated in sterling, 
and having its head office in Britain.” A large number of economic 
units which produce goods and service were excluded by this definition 
because of their legal status. Amongst this group were public cor- 
porations, nationalised industries, municipal ventures, co-operatives, 
private unlimited companies, and mutual associations such as building 
societies and some insurance companies. Subsidiary and foreign- 
owned companies were excluded from the surveys. Companies 
excluded under this rule were the Ford Motor Co. and F.W. Wool- 
worth in 1934/35,“ and Associated British Foods, a Canadian-owned 
firm, in 1985.2 British-American Tobacco was included in the 1934/35 
survey but excluded from that of 1904/5 because it was a subsidiary 
jointly owned by Imperial Tobacco and the American Tobacco Co.° 

Two further aspects of the data sets employed here require clarifi- 
cation: market capitalisation and the system of classification by sector. 
Although market value is but one of several indicators which can be 
used to assess firm size it has characteristics which make it highly 
suitable. If not always the best gauge, it is often the most suitable 
measure when undertaking comparisons of enterprise size in a 
capitalist economy. Ranking by market capitalisation provides a 
clearer guide to the employment of capital than a listing by profit. It 
also provides a less distorted picture of the relative importance of 
companies in the services sectors, such as banking and insurance, 
than would appear from a ranking by turnover. Ranking by labour 
employed results in a bias towards man 

Lest it be thought that market valuation is solely a statistical artefact, 
it should be emphasised that the value of a security quoted on the stock 
market was the result of economic calculations undertaken by a myriad 
of contemporary mvestors whose judgements were guided by self- 
interest. Nor should it be assumed that the concept of market valuation 
was alien at the beginning of the period under consideration. On the 
contrary, it was an indicator frequently utilised in the financial press. 
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There is also the question of the quality of financial information 
or, as it was frequently termed, commercial intelligence. While the 
information provided to investors was often not as good as that in the 
hands of directors, or even accountants, investors reacted to the 
available signals, usually recent yield. Despite recurrent scandals 
relating to insider dealing, attempts to sell over-valued equity and, 
more recently, the achievement of takeovers through the inflation of 
equity prices, sufficient information has been available for investors to 
retain their confidence in the London stock market.“ 

An investigation of the printed material available to investors, even 
before the turn of the nineteenth century, including the financial press, 
annual publications and investors’ handbooks, reveals a large stock 
of contemporary information. The Preface of the 1907 volume of 
Mathieson’s Stock Exchange Ten Year Record of Prices & Dividends, 
which claims to list all securities transacted on the Stock Exchange for 
two years and longer, relates the efforts made to check data and secure 
the highest quality of information. The company maintained its own 
compiling room where files of the Stock Exchange lists were kept; data 
were recorded only from transactions reported in the official lists; 
share prices on transfers which were communicated by companies 
to Mathieson were excluded; and, when the Ten Year Record was 
compiled, proof copies were despatched to British companies for 
checking prior to publication, although few corrections were received. 
This explanation of its activities, which facilitated the regular publica- 
tion of frequent market reports, is indicative of the quality and quantity 
of information which was provided for investors and financial advisers. 

Comprehensive price information was published for the equity and 
debentures of banks, insurance” and railway companies. Calculation 
of market capitalisation for these companies was a straightforward 
task, though tedious and time-consuming in the case of railway 
companies with a multitude of issues. The prices used to estimate 
market capitalisation for the 1904/5 and 1934/35 series were the mean of 
annual minimum and maximum listed prices.“ 

Even companies from the industrial, commercial, engineering and 
mining sectors, which are often assumed to have been controlled as 
family firms through the retention of ordinary shares in hands of 
relatives, had equity as well as debt listed in 1904. For example, it was 
possible to calculate market capitalisation from these sources for 29 of 
the 52 industrial companies cited for 1904/5 by Peter Payne.” This 
information was used to estimate a price-yield relationship from which 
a value could be estimated for the price of unlisted equity in these 
sectors.“ Of the eight companies from Payne’s list which appear in 
Table 3 only one, Imperial Tobacco, had ordinary shares, preferred 
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TABLE 2 
CLASSIFICATION SYSTEM: ENTERPRISES BY SECTOR 

I. SERVICES H. GOODS PRODUCTION 
T. Transport & Trade E. Extraction 
T.1 Land E.2 Nomrenewable resources 
T.1.1 Road E.2.1.1 Coal 
T.1.2 Rail E.2.1.2 Oil 
T.2 Water E.2.1.3 Natural Gas 
T.2.1 River E.2.2 Iron Ore 
T.2.2 Canal E.2.3 Non-Ferrous Metals 
T.2.3 Docks anufacturing 
penta mere drink and tobacco 
T3 Air M.1.1 Food 
F. Financial services M.1.2 Drink 
F.3 Property and investment materials 

M.3 Metal production 
R. Retail & distribution M.4 Mechanical : 
R.1 General distribution M.4.1 Mechanical 
R.2 Food distribution M.4.2 Vehicles and motors 
R.3 Trade M.5 Textiles 
P. Personal services 4.6 Chemicals 

M.6.1 Industrial chemicals 
BP Hotels ane Catering M.6.2 Household and health 
C. Communications & information M.7 Electrical and electronic 
C.1 Telecommunications M.8 Wood and paper 
U. Utilities M.9 Newspaper and publishing 
ae — HI. CONGLOMERATES! 
U3 HOLDING COMPANIES 

C/H Conglomerates/holding companies 


and deferred, which were unlisted and therefore required an estimated 
price. 

Finally, it cannot be assumed that the estimates of market value, and 
the resulting rankings, are completely accurate. Errors of omission and 
commission will be present which make the estimates provisional and 
Hable to reassessment; this is unavoidable. However, it is unlikely that 
a re-evaluation would produce substantially and significantly different 
lists. 
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TABLE 3 
LARGE BRITISH COMPANIES IN 1904/5, RANKED BY MARKET VALUE 
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Sources: Stock Exchange Offical Intelligence (1904-7); Stock Exchange Year-Book (1904-09); 


Stock Exchanges Ten Year Record of Dividends and Prices, Vol.7 (1913); Annual 


Company Statements at the Guildhall Library. 
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TABLE 4 
LARGE BRITISH COMPANIES IN 1934/35, RANKED BY MARKET VALUE 


Rank Company Value Sectors Sectors 
(£m) 

1 London Midland & Scottish Railway Co. 306.8 T.1.2 

2 Tobacco Co. Ltd. 259.3 M.1.3 

3 London and North Eastern Railway Co 240.6 T.12 

4 Great Western Co. 201.2 T.1.2 

5 Batish-American Tobacco Co. Ltd. 160.8 M.1.3 

6 Southern Co. 145.5 T.12 

7 Lever Brothers Ltd. (Untierer) 127.7 CH 

8 Chemical Indestries, Ltd. 123.4 M.6.1 

9 Shell Transport & Tracing Co. Ltd. 76.8 E212 

10 Ltd. @3 M5 

11 Midland Bank Ltd. 58.2 F.1 

12 Coats (J. and P.) Ltd. 55.35 M.5 

13 Barclays Bank Ltd. 54.0 F.1 

14 Bank of 53.7 F.1 

15 Angio-Persian Oil Co. Ltd. 53.4 E.2.1.2 

16 Distillers Co. Ltd. 51.0 M12 

17 Burmah Oil Co. Ltd. 48.4 E.2.1.2 

18 Gas Light md Coke Co. 47.2 U2 

19 Guinness (Arthur), Son & Co. Ltd. 46.8 M.12 

20 Insurance Co. Ltd. 46.7 F.2 

21 Lloyds Bank Ltd. 43.8 F.1 

22 Prodential Assurance Co. Ltd. 42.9 F2 

23 Westminster Baak Lad. 38.7 F.1 

24 Commercial Union Assurance Co. Ltd. 38.4 F2 

25 Marks & Spencer Lid. 35.1 R1 

26 National Provincial Bank Ltd. 34.2 F.1 

27 County of London Electric Supply Co. Ltd. 30.8 U.3 

28 Dunlop Rubber Co. Ltd. 28.8 M.6.1 

29 Lyons (J.) & Co. Ltd. 26.4 P.1 

30 North British & MercmartHo Insurance Co. Ltd. 23.4 F2 

31 Pearl Assurance Co. Ltd. 23.0 F.2 

32 Reckitt & Soms Ltd. 22.3 M.6.2 

33 London and Lancashire Insurance Co. Ltd. 22.2 F.2 

34 Cable k. Wireless Ltd. : 21.9 C.1 

35 Watmey, Combe, Reid & Co. Lid. 21.2 M12 

36 Tato & Lyle Ltd. 19.4 M.1.1 

37 Vickers Ltd. 19.4 M.4.1 

38 Allienco Assurance Co. Ltd. 19.0 F.2 

39 London Power Co. Ltd. 18.9 U3 

40 North-Eastern Electric Supply Co. Ltd. 17.9 U3 

41 Bes, Ratcliff & Gretton Ltd. 17.5 M 1.2 

42 Phoenix Assnranco Co 17.5 F2 

43 Royal Bank of Scotiand 17.4 F.1 

44 Ranks Ltd. 17.2 M.1.1 

45 Boot's Puro Drug Co. Ltd. 16.2 R.1 

46 Associated Ltd. 15.9 M.9 

47 Manchester Ship Canal Co. 15.6 T.22 

48 Consolidated Gold Fields of South Africa Ltd. 15.5 R23 

49 Carreras Ltd. 15.4 M13 

5 Union Cold Storege Co. Ltd. 15.2 R2 





Sources. Stock Exchange Offical Year-Book (1935); Stock Exchanges Ten-Year Record of Prices and 
Dividends, Vol.36 (1944); Annual Company Reports at the Guildhall Library, London. 


BUSINESS HISTORY 


TABLE 5 
LARGE BRITISH COMPANIES IN 1985, RANKED BY MARKET VALUE 
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Source. Fmanctel Times Survey European Top 500 (1985). 
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TABLE 6 


INDICES OF SIZE AND CONCENTRATION FOR THE LARGEST 50 BRITISH 
COMPANIES, RANKED BY ESTIMATED MARKET VALUE 


1904/5 1934/35 1985 

A. Size 
Largest company, 

current prices 136.7 306.8 12,780 
50th company, 

current prices 7.1 15.2 806.5 
Ratio, 50th: 1st 0.052 0.049 0.063 
Retail Price Index 100 156 2,884 
Largest company, 

1904 prices 136.7 195.9 443.1 
Net National Product, 

current 1,647 3,910 264,019 
Net National Product, 

1904 prices 1,647 2,497 9,155 
50th company, 

1985 prices 204.8 281 806.5 
B. Concentration Ratios 
Gini coefficient 0.490 0.498 0.428 
Herfindahl index 0.0422 0.0457 0.0411 

5.04 4.99 5.14 

Relative entropy 0.893 0.885 0.911 


Note: AL prices are in £ million. 

Sources. Central Statistical Office, Annual Abstract of Statistics, No.123 (1987), ‘Internal 
Purchasing Power of the Pound (based on RPI)’, T.18.5; ‘Gross National Product 
by Category of Expenditure’, p.243, T.14.1; C.H. Feinstein, National Income, 
Expenditure and Output of the United Kingdom, 1855-1965 (Cambridge, Pa 
pp.140-1, TT.14—15; D. Jackson, Introduction to Economics: Theory and Data 
(1982), pp.164-5, T.3.22; Tables 3, 4 and 5 above. 


IV 
Results and Interpretation 


The classification system adopted to classify companies by the nature of 
their activities is presented in Table 2. 

While there is usually a strong case for accepting standardised cate- 
gories, this is an occasion where customisation is beneficial. There are 
two major reasons for this. First, the existing systems of categorisation 
tend to classify products rather than activities. Secondly, there is a 
range of taxonomies on offer from a variety of institutions and no 
universally accepted classification.” The classification system outlined 
in Table 2 represents a hybridisation of the activities identified by the 
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sector codes employed at the Financial Times and those enumerated by 
the British Standard Industrial Classification (SIC). At the very least 
this concinnity should allow comparison with other listings. Yet the 
arbitrary nature of the classification system is apparent and attempts to 
render more specific designations reveal the extent to which criteria 
verge on the subjective. It must be admitted that the efficacy of sectoral 
labels attached to some companies, particularly in the manufacturing 
sector could be challenged. 

Once these warnings and reservations have been noted, the anatomy 
of British big business can be revealed. Tables 3, 4 and 5 present listings 
of the largest British companies, ranked by market value in 1904/5, 
1934/35 and 1985. 

How much larger have Britain’s largest companies become? This 
question could be asked across time in terms of absolute size or in terms 
of changing concentration within the groups. It could also be posed 
relative to the growth of the economy as a whole. Table 6 allows direct 
comparisons of quantitative aspects of size and concentration in the 
three years. 

It is obvious and unsurprising that the size of the largest British 
companies has increased. However, the growth of Britain’s largest 
companies is overstated by the effects of inflation between 1904/5 and 
1934/35 and much exaggerated by the price changes since the Second 
World War. Although use of the Retail Price Index is not the perfect 
corrective, deflation of the value series immediately challenges 
assumptions concerning the late arrival of large companies in the 
British economy. Estimates of constant price market valuation of the 
largest companies for each year demonstrates the relatively large size 
of British companies at the beginning of the twentieth century. In 
Current prices the largest company of 1985 was 42 times larger than the 
largest company of 1934/35 and was larger than that of 1904/5 by a factor 
of 93. This expansion is much less dramatic when the series are deflated 
to give estimates in constant prices. After deflation by a Retail Price 
index the market capitalisation of Britain’s largest company in 1985 was 
_ Only three times larger than that of the largest in 1904/5 and only twice 

that of the largest company in 1934/35. Of course, these figures are not 

precise and should not be treated as providing more than a general 
corrective.” They do, however, amply demonstrate that large cor- 
porations have been a consistent feature of the twentieth century 
British economy. 

Another feature of the growth of Britain’s largest companies since 
1904/5 is demonstrated by the faster growth of the economy (Net 
National Product in Table 6). It would appear that Britain’s largest 
companies were, relative to the whole economy, larger in 1904/5 than 
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was the case in 1934/35, and much larger in both these years than in 
1985. 

A further characteristic is revealed in Table 6 by the size ratio of the 
fiftieth to the largest firm. This suggests that, after a marginal decrease 
in this ratio between 1904/5 and 1934/35, a stronger movement in the 
opposite direction had occurred by 1985. Firms at the foot of the 1985 
ranking were larger, relative to the largest firm, than were their 
counterparts in 1904/5. This picture is confirmed by the concentration 
ratios presented in Table 6 which all suggest the same tendencies; a 
small increase in concentration between 1904/5 and 1934/35 but a 
reduction in inequality between 1934/35 and 1985 (which was Ieast 
unequal distribution). A major concern of many contributions to the 


TABLE 7 


BRITAIN'S LARGEST FIFTY COMPANIES RANKED BY MARKET VALUE, 
CLASSIFIED BY SECTOR, 1904/5, 1934/35, AND 1985 
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{Table 7 continued} 
1904/5 1934/35 1985 


II. GOODS PRODUCTION 


E. Extraction 2 4 5 
E.2 Noo-renewable resources 


E.2.1.1 Coal 
E.2.1.2 Oi 

E.2.1.3 Natural Gas 
E.2.2 Iron Ore _ 
E.2.3 Non-Fezrous Metals 2 1 2 


M. Manufacturing 8 16 15 
M.1 Food, drink and tobacco 

M.1.1 Food — 2 

M.1.2 Drink 2 4 4 
M.1.3 Tobecco 1 3 


M.4.2 Vehicles and motors _ _ _ 
M.5 Textiles 2 2 _ 


M.6 Chemicals 
M.6.1 Industrial chemicals 1 2 
M.6.2 Household and bealth = 1 


M.7 Electrical and electronic _ _ 3 
M.8 Wood and paper - _ - 
M.9 Newspaper and publishing _ 1 1 


III. CONGLOMERATES/ 
HOLDING COMPANIES 


C/H _ 1 7 
Sources: Tables 3, 4 and 5. 


literature on concentration in Britain has been the identification of 
patterns of concentration in specific industries, and this has been 
accompanied by affirmations of the importance of concentration 
within the economy as a whole.” Yet the evidence presented here does 
not suggest a tendency towards increased concentration within the 
ranks of Britain’s largest 50 companies, although this leaves open the 
broader question. 

The activities in which Britain’s largest companies were engaged are 
presented in Table 7 according to the classification in Table 2. This 
demonstrates: the preponderance at the beginning of the century of 
firms in the services sectors, particularly transport services undertaken 
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by the railway companies; an increase over time in the number of 
companies in the goods sector; and, the emergence of conglomerates 
and holding companies: 


TABLE 8 


BRITAINS’S LARGEST COMPANIES BY SECTOR: THE EMERGENCE OF 
CONGLOMERATES AND HOLDING COMPANIES 





The increase in the number of conglomerates/holding companies 
reflects the increasing sophistication of corporate organisation in 
Britain during the twentieth century. It also adds to the problems of 
classification in any exercise of this kind. The category has been used 
sparingly here. In 1904/5 there were few border line cases, though it 
might be noted that the railway companies engaged in a range of 
activities, including the operation of canals, passenger and freight 
steamboats, ferry services, harbours and docks, hotels and catering 
and engineering. In 1934/35 Unilever engaged in a multitude of activi- 
ties within several constituent companies, producing a range of 
products which defies a single designation by sector. 

At least two other companies were candidates for designation as 
conglomerates/holding companies in 1934/35 that are classified by one 
predominant product in Table 4. The corporate structure of Imperial 
Chemical Industries reflected the process by which it had been con- 
structed and activities of the companies which had been welded 
together by Alfred Mond -and Harry McGowan.” Vickers also 
produced a range of products in 1934/35 which went beyond engineer- 
ing; these were organised within subsidiary companies whose output 
included rubber goods, finance and property services.” By 1985 at least 
seven of the companies identified in Table 5 must be classified as 
conglomerate/holding companies. This is indicative not only of the 
range of activities undertaken and the nature of the managerial struc- 
tures adopted by these companies but also the combination of services 
and goods production undertaken by subsidiaries within these cor- 
porations.* 

Within the period there are several notable changes. The emergence 
of the large retailing and distribution companies at the beginning of the 
century continued between the wars and was consolidated after 1945. 
Food, Drink and Tobacco companies were present in the Top 50 of 
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1904/5, were a significant group in 1934/35, but were reduced in number 
in 1985. Large oil companies became important with the substitution of 
oil for coal as fuel and the development of oil-based organic chemical 
products; the exploitation of reserves in the North Sea also made the 
inclusion of oil companies in a listing of Britain’s largest companies 
indisputable.” The number of chemical companies increased with each 
successive period; given the similar activities of the oil companies and 
Boots, which was classed as a retailing company in 1934/35 and 1985, 
the importance of this activity is probably understated. Three electrical 
companies appear in the 1985 listing where none were present in 1904/5 
or 1934/35. The importance of technical change is also demonstrated 
in the case of transport; the development of road haulage and the 
diffusion of car ownership transformed the nature of transport and 
traffic in Britain during the period under consideration. However, 
despite the attention paid to the rationalisation movement of the inter- 
war years and the associated development of large scale manufactur- 
ing companies, one of the most striking features of Table 7 is the 
prominence of the burgeoning insurance companies in 1934/35. In 1985 
the companies providing financial services, banking, insurance, 
property and investment companies, constituted a quarter of Britain’s 
largest 50 companies and demonstrate the persistent importance of this 
sector throughout the twentieth century. 

It is significant that the sectors of the British economy which are 
traditionally associated with the ‘Industrial Revolution’ had little or no 
presence in these listings. J. & P. Coats was clearly unique in 1904/5; the 
largest textile-goods producing company in the world and far removed 
from the contemporary individualistic small-scale spinning firms of 
Lancashire.* In 1904/5 there were no corporate giants in the coal 
industry which consisted of a large number of small units of production 
and a few combines. After the failure of government promptings 
during the inter-war period it appeared that only nationalisation could 
create an enterprise with the capacity vigorously to invest and restruc- 
ture. Reorganisation under state ownership was also necessary in the 
case of the steel industry. The unimportance of engineering, or ‘metal- 
bashing’, companies in the ranks of Britain’s largest 50 companies at 
these three dates is also noteworthy. The exceptions of 1904/5, Vickers 
and Armstrong, Whitworth, had interesting characteristics; both were 
major producers of armaments for an international market and major 
suppliers to the British government.” 

Government policy has also been an important determinant of the 
anatomy of British big business. Parliamentary action secured. the 
amalgamation of the railway companies under the 1921 Railway Act 
and thus: removed the binding constraint which had limited’ the 
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amalgamation of Britain's largest companies in the period between 
1880 and passage of this legislation.* The London Traffic Act of 1933 
delegated transport services within London to a public corporation 
created under the Act, the London Passenger Transport Board.” 
These measures eliminated from the 1934/35 and 1985 lists companies 
which had been among Britain’s largest companies in 1904/5. The 
post-Second World War Labour Government achieved a major 
reorganisation of many industries through nationalisation. In many 
cases large enterprises were created by the amalgamation of a host of 
smaller units; the gas, water and electricity industries were trans- 
formed by this process and, as nationalised industries, remained 
outside the ranks of Britain’s top 50 companies in 1985. 

The final comments offered here concern the relative size of British 
firms by international standards. Frequently assessments of the rela- 
tive size of British companies are biased in favour of finding British 
companies to be small by international standards. This is an obvious but 
necessary point. For example, the standard for comparison is more 
likely to be American, perhaps even the largest American company, 
rather than the average size of company estimated from a population of 
all companies in that industry across the world economy. It is difficult 
to see why that should be the preferred standard except for the 
consideration that the data is often readily available. Yet studies which 
have used an extended sample that included Western Europe as well as 
the United States have not found the size of British companies to be 
small.“ 

This finding is reinforced by the substantial proportion of the largest 
Western European companies by market size which were British in 
1985: 


11 of Western Europe’s 25 largest companies were British. 
24 of Western Europe’s 50 largest companies were British. 
55 of Western Europe’s 100 largest companies were British. 
219 of Western Europe’s 500 largest companies were British. 


Furthermore, of the estimated cumulative capitalisation of $454 billion 
for Europe’s Top 500 Companies, $215 billion, or 47 per cent, repre- 
sented the aggregate value of those 219 British companies.“ Com- 
parisons between countries which use these statistics require careful 
consideration because there are specific national characteristics for the 
set of large companies from each economy. For example, nationalised 
companies were excluded from the Financial Times European Top 500 
but the extent of nationalisation varies between European countries.® 
However, it is clear that British companies provided a high proportion 
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of the large companies in Western Europe; the number of British 
companies which produced services, particularly financial services, 
was also significant in this survey. 

H British companies appear to have been relatively large by European 
standards in 1985, they were also relatively large by world standards in 
1904/5. The estimates of corporate size by market value presented in 
Table 3 are the standards against which the size of foreign companies 
should be assessed. The size: of American companies offers the usual 
standard for comparison.® It is true that the United States Steel 
Corporation was bigger than any British firm but it also dwarfed 
other corporations located in the United States. Yet the market 
capitalisation of the United States Steel Corporation was £162 million 
($788 million) or 46 per cent of its much quoted authorised capitali- 
sation of £351 million ($1,708 million) .* 

Once this comparison is established the huge difference between the 
size of British companies and those in the United States which is 
frequently commented upon is much reduced. The Midland Railway 
Co. and the London and North Western Railway Co. appear likely 
candidates as the world’s second and third largest companies in 1904/5. 
If the focus is restricted to the relative size of goods producing 
companies the familiar picture of pioneering large American com- 
panies reappears but estimates of market capitalisation push J. & P. 
Coats into consideration as an industrial giant which was exceeded in 
size by only a few American corporations such as the American 
Tobacco Co., Standard Oil and the American Telephone and Tele- 
graph Co. Generally the use of market capitalisation, rather than 
nominal capitalisation, increases the size of British industrial com- 
panies and deflates the size of American industrial corporations, many 
of which were awash with watered stock before the First World War.® 
The overall effect of this is to reduce the perceived gap between the 
sizes of British and American manufacturing companies in 1904/5. 
If a comparison of corporate size by market capitalisation was made 
between the two economies which included all companies, producers 
of services and goods, it seems likely that this much remarked upon and 
debated discrepancy between American and British companies- ‘would 


visible hand came to maturity after the First World War.” Attempts to 
introduce rationalisation and multi-divisional managerial structures. in 
British industry only appear to have lagged significantly behind 
best practice in the in the United States in the 1920s and probably 
conformed with those employed by the generality of corporations. ' 
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Conclusions 


The evolution of large companies and developmental trends in national 
income and economic structure are closely linked. Evidence has 
been presented here which suggests the simultaneous consideration of 
these phenomena provides a coherent and integrated perspective of 
fundamental characteristics of modern British economic develop- 
ment. During the twentieth century macro-economic trends and the 
tendencies of corporate evolution have been congruent. One facet of 
this process is revealed by examination of the importance of services 
sectors and large companies in these sectors. Recognition of this allows 
a re-appraisal of many debates concerning the nature of British 
capitalism, its developmental trends and patterns of economic thange. 

The services sectors have played an important role in modern British 
economic development. These activities contributed a dynamic and 
éssential role in the British economy in the half century before the First 


World War, particularly at the end of this period when productivity 
growth in the goods sectors flagged. They facilitated expansionary 
structural change and provided a force for stabilisation in the inter-war 
period. Services contributed directly to the historically high rates of 
economic growth achieved in the period between the end of the Second 
World War and the 1970s. More recently they have exhibited growth 
during the last decade, albeit with slow productivity increases, and 
expanded relative to other sectors in an economy which has grown 
lowly in comparison with modern experience. 

While over-emphasising the importance of the manufacturing 
sector, economic historians have tended to neglect the contribution of 
services. In part, this analysis is the consequence of an assumption that 
services are characterized by low productivity and slow growth of 
productivity. The conviction with which this assumption has been held 
has not been discouraged by a certainty that, whatever else, Britain 
expéfiénced an Industrial Revolution; in fact the first Industrial 
Revolution. 

Recognition of the contribution of service activities prompts a 
realisation of the importance of firms engaged in these fields. The story 
of the emergence and development of large scale British companies is 
transformed once service sector firms are accepted as legitimate 
entrants to the ranks. Large scale enterprises existed in Britain at the 
beginning of this century; their ranks were dominated by companies 
engaged in the provision of services, though this dominance has been 
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reduced during the ensuing 80 years. British companies were large by 
international standards at the beginning of the twentieth century and 
have remained relatively large, though consolidation and growth of the 
largest corporations in the United States and, more latterly, Japan have 
removed them from the highest echelons. 

Although further work would be required to give a convincing and 
systematic explanation for the causes of entry and exit from the ranks 
of the largest 50 British companies during the twentieth century, a 
tentative and provisional listing would include a variety of causal 
factors. Decisions made within companies were obviously important as 
company Officials pursued a range of objectives which included 
the search for profits, access to capital, risk-reduction through 
diversification, new products and novel methods of production, 
economies of scale, and market power and prestige. Frequently tech- 
nological change, either desired or threatened by competitors, was a 
major consideration in the assessment of objectives and attempts to 
achieve them. This was true for companies engaged in the production 
of goods, where the construction of massive chemical plants were an 
obvious manifestation, but it was also a factor in the production of 
services where improvements in telecommunications and methods of 
distribution were significant. Where these aims were achieved they 
were often accompanied by the development of more sophisticated 
forms of managerial control which included the creation of holding 
companies and, more prevalent latterly, the development of multi- 
divisional corporate structures.” However, companies in both goods 
and services sectors undertook less conspicuous changes in the 
organisation of production which contributed perennially to the 
corporate efforts made to achieve these targets. 

Factors beyond the direct control of individual companies were also 
influential; important amongst these were the condition of the world 
economy, other aspects of the international environment, and the 
impact of the state. The actions of governments were far from 
inconsequential in determining the nature and composition of the 
ranks of Britain’s largest companies. Most dramatic were the results of 
nationalisation and de-nationalisation (privatisation), but other 
measures such as the determination of exchange rates, changes in 
taxation policy, alterations in the legal framework, the effects of 
mobilisation for two world wars, the ensuing demobilisations, and 
entry to the European Economic Community have all played their 
part. The extent to which companies managed to persuade government 
to adopt policies favourable to their interests is both controversial and 
disputed. Nevertheless, economic management has generally been 
favoured by the representatives of Britain’s largest companies, 
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although there are obvious areas where unanimity about the desired 
direction of policy is not achieved. Thus the economic environment in 
which Britain’s largest companies operated was a major determinant of 
their performance and a factor which was influenced by their conduct 
and behaviour. 

Finally, it is worth remembering out that while the adoption of 
a quantitative and comprehensive approach to British corporate 
development in the twentieth century has disclosed aspects of business 
history which had shpped from view, there remains at least one factor 
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adopted by the United Nations (ISIC, the International Standard Industrial Clas- 


. The highly co-linear nature of available price series ensure that similar results are 


obtained from the employment of the GDP deflator or the gross domestic capital 
formation deflator in place of the RPI. Deflation of the estimated market values of 


the companies by an mdex based on share prices might provide further insights. 
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Financial Times Top 500 (1985), pp.7-8. 
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A.D. CHANDLER Jr., with the assistance of TAKASHI HIKINO, Scale and Scope: 
The Dynamics of Industrial Capitalism (Cambridge, MA: The Belknap Press for 
Harvard University Press, 1990. Pp.xix + 860. £27.95.) 


Alfred Chandler's new comparative institutional history of big manufacturing 
businesses between the 1880s and the 1940s in the US, Britain and Germany: 
has been well worth waiting for over its 13-year gestation period. This is no 
surprise. His earlier masterpieces, Strategy and Structure’ and The Visible 
Hand,’ though confined to US-based businesses, established a clear analytical 


this journal represents.‘ The new work under review, though less path- 
breaking than his carlier works, is a triumph of systematic comparative 
synthesis of the extensive literature on big business on two continents. 


pablishers are right (they are), you will have to be very poor (or very blinkered) 
not to buy a personal copy of this (or of the paperback which will assuredly 
follow). Certainly, no course reading list in twentieth-century business history 


Chandler’s framework of analysis is essentially the same as in The Visible 


making what Chandler describes as a ‘three-pronged investment’: 


The first was an investment in production facilities large enough to 
exploit a technology’s economies of scale and scope. The second was an 
investment in a national and international marketing and distribution 
network, so that the volume of sales might keep pace with the new 
volume of production. Finally, to benefit fully from these two kinds of 
investment the entreprencurs also had to invest in management: they 


BUSINESS HISTORY, Val.33, No.2, April 1991, pp. 297-309 
PUBLISHED BY FRANK CASS, LONDON 


298 BUSINESS HISTORY 


had to recruit and train managers not only to administer the enlarged 
facilities and increased personnel in both production and distribution, 
but also to monitor and co-ordinate those two basic functional activities 
and to plan and allocate resources for future production and distri- 
bution. It was this three-pronged investment in production, distribution 
and management that brought the modern industrial enterprise into 
being. (p.8) 


The details of this story as it unfolded in the USA will already be familiar to 
readers of The Visible Hand, and I will not repeat them here. However, readers 
should not on that account skip the American chapters, for they have much that 
is new and enlightening. In particular, there is a finer description of the smaller 
players, and of the newcomers who followed the first movers in the develop- 
ment of oligopolistic competition in the inter-war USA. This includes, for 
example, a fuller analysis of the nature of advertising and sales expenses 
in consolidating the position of firms in the branded, packaged products 
industries (pp.147-57). There is also — arising directly from the requirement of 
making European comparisons — a more systematic analysis of the role of 
founders, family members and bankers, as opposed to professional managers, 
on the boards of American corporations. 

There are three hallmarks of the Chandlerian analytical method, evident in 
the earlier US books, but carried forward here with the same encyclopaedic 
knowledge and ruthlessly single-minded, descriptive rigour we have come to 
expect from Chandler. The first is the construction of a relevant universe for 
study as a corrective to the striking case studies which are always the servant, 
never the master, of Chandler’s broader analysis. In this case the universe of 
analysis is the largest 200 firms (by a variety of capital measures) in manufactur- 
ing industry in the US, UK’ and Germany at benchmark dates (varying 
according to country data availability) in 1917-19, 1929-30 and 1948-53. ‘This 
gives a depth of industrial coverage essential to provide a reasonable sample of 
firms (particularly in the capital-intensive, high-throughput industries in 
which such firms excelled) in all three economies. 

It does, however, introduce a bias into some of the comparisons, for the 
200th firm in the much larger US economy is very significantly larger than the 
200th firm in either the German or UK economies at all dates. Indeed, even in 
the later decades perhaps fewer than 50 UK firms (and even fewer German 
firms) would have made it into the US top 200 (p.240). We should not then be 
surprised that, say, the sophistication of organisation in the 200th British or 
German firm is somewhat less than that in the 200th US firm. Given their lower 
absolute size, the management problems of lower ranking British and German 
firms were of a different order of magnitude than those of the giants. Chandler 
sometimes appears to forget this in his more general judgements, though his 
analysis is usually sufficiently subtle and complex in the industry narrative for 
this disadvantage to be insignificant there. 

The second hallmark of the Chandlerian method, again translated here from 
the USA to the European analysis, is the employment of what economists used 
to call the ‘survivor technique’: that is, his judgement (about whether an 
institutional arrangement is efficient) is essentially based on whether it lasts for 
a significant period, or (if the judgement is more fine-tuned) whether 
its market share is rising or falling. This is a simplification of respectable 

i ;* which we have all, perforce, resorted to whether implicitly or 
explicitly. It was the implicit technique used to great analytical effect in The 
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Visible Hand. It is in assessing business changes in such a vast and largely self- 
contained continental market as the USA (with strong anti-trust traditions and 
competitive industrial markets) that the technique is at its best.’ 

In the narrower UK market (particularly after the imposition of the general 
tariff in 1932 and the strengthening of restrictive practices which accompanied 
it), the method becomes more dubious, as it does in the initially small and 
heavily protectionist German market. The existence of international trade and 
multinationals is stressed by Chandler, and such competitive forces do 
indeed overcome these objections to some extent, particularly in the capital 
intensive, high-throughput industries on which Chandler focuses. The book is 
decorated by allusions to ‘global oligopolies’ in which the 600 firms analysed 
are generally presumed to be actual or potential participants. Yet, even after 
decades of GATT and the EEC, the Europe 1992 initiative reminds us that 
large parts of European markets, even now they are more open to trade and 

populated by multinational producers, are still more correctly 
described as ‘multi-domestic’ rather than ‘global’. Even in a global industry of 
today, such as cars, the wide dispersion of prices for the same models in 
different national markets shows bow far we are from Marshall’s touchstone of 
the ‘law of one price’.* In this history, restrictions on competition such as 
cartels, government purchasing policies, or purely cultural ties in the Empire 
or German-speaking central Europe were probably even more important. To 
the extent that such restraints hampered the operation of free markets, the 
survivor technique will be a misleading guide to the underlying competitive 
strength of German or British businesses (or US multinationals). These 
problems are probably greater in assessing the efficiency of European enter- 
prises in this period than they are for the USA: this may, for example, have led 
Chandler to exaggerate the underlying competitive strength of some leading 
British firms, particularly in the later decades he analyses. 

A final methodological problem, again deriving from seeing the European 
‘visible hand’ in Chandler’s distorting American mirror, is the too easy 
presumption that managerial hierarchies on the American model are the 
optimal organisation in all countries at all times in the significant range 
of capital-intensive manufacturing industries which he defines as crucial 
to industrial growth. Chandler could get away with simply ignoring competing 
hypotheses about American industrial development (such as the ‘robber 
baron’ thesis) simply because the alternatives were so nalve and inadequately 
specified. He is skating on thin ice in sublimely ignoring alternative per- 
spectives on Europe. There is, for example, no concession to the Gerschen- 
kronian view that institutions may be substitutes for each other, and that there 
may be several alternative paths to economic efficiency including, sometimes, 
more effectively functioning market systems than America had developed.’ 
The new revisionist history of French and Italian industry,” providing alter- 
native, and in some respects superior, models of growth (often relying on 
Marshallian external economies rather than Chandlerian internal economies 
of scale) is simply ignored. A visitor from another planet reading this book 
might, apart from brief mentions in the last chapter, remain quite ignorant of 
the fact that, while it was being written, the Western world was succumbing 
to a wave of demerger, divestment, buy-ins, buy-outs, privatisation, and 
deregulation. This suggests that at least some people in government and 
managerial hierarchies in the USA and Europe were less than convinced of the 
superior efficiency of the hierarchies they had developed earlier. There are 


300 BUSINESS HISTORY 


powerful arguments against all these alternative perspectives; certamly they 
all represent only a partial view. It is, then, disappointing, and ultimately 
destructive of confidence in his thesis, that Chandler does not feel any necessity 
to meet the objections they pose head on. 

The outlines of Chandler’s analysis of Britain, which forms the middle 
section of the book, will be familiar to British readers from his earlier Tawney 
lecture,” but the analysis here is significantly enhanced. The result is valuable, 

and analytically stimulating. Few topics (however familiar they 
are to British business historians) pass through Chandler's pen, without the 
addition of a new perspective or a sharp critical judgement, or without their 
playing a part in his subtle realignment of traditional interpretations and 
controversies. 

Before the First World War, British companies are clearly shown to have 
failed to make the three-pronged investment, and particularly the investment 
in management organisation, which American firms had found to be essential 
both to establish market position and to generate growth. There were, 
of course, some exceptions: Guinness, Lever, Dunlop, , Metro- 
poltan Carriage, Nobels, Brunner Mond, Courtaulds and others, which 
shared many of the characteristics of US first movers in their fields. Yet more of 
the large British firms in this period were in industries, like natural fibre 
textiles, where the advantages of scale were limited. Moreover, there were 
enormous gaps where British entrepreneurs failed to establish a presence on 
the scale required: notably in organic chemicals, machinery, metal manu- 
facture, and electrical engineering products. Here US and German producers 
seized the opportunity not only in international markets, but even in the British 
home market. 

The British were not lacking markets, or access to technology; they were 
lacking enterprise, particularly in the mdustries of the second industrial 
revolution. Chandler takes the dross of the familiar generalisations in the 
debate on Victorian and Edwardian entrepreneurship and transmutes it into 
the gold of more sharply defined hypotheses: 


First, entrepreneurial failure . .. was the failure to make the three- 
pronged investment in production, distribution and management essen- 
tial to exploit economies of scale and scope. Second, the time period in 
which that investment could have been made was short. Once first 
movers from other nations had entered the British market, often supple- 
menting their marketing organisations by direct investment in produc- 
tion, the window of opportunity was closed. (p.286) 
Both points are elaborated in detailed analysis of the mdividual industries. 
The second point explains clearly to neoclassical disbelievers why (though 
there will be some catch-up with the leaders) we generally cannot expect 
the equilibrating forces of market competition to make temporary entrepre- 
neurial failure immaterial to a nation’s real income levels. 

The First Worid War did, however, offer Britain an opportunity to recover 
some of this lost ground: an opportunity taken up by enterprises such as Anglo- 
Persian Oil, English Electric and British Dyes. There were also extensive 
changes between the wars, often directly helped by American entrepreneurs, 
or drawing on American experience. Many of these involved the Chandlerian 
three-pronged investment as a condition of success. Among the new or 
revitalised British firms described are Turner & Newall, Union Cold Storage, 
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British Oxygen, Metal Box, Bowater, Unilever, ICI, and EMI. British firms 
were particularly successful in branded consumer products (p.367), though 
food processors were slow to adopt canning before the 1930s (p.262). Foreign 
multinationals remained important in cars and electrical engineering, but 
independent British firms, particularly GEC, developed new organisational 
capabilities, and in both industries production capability was significantly 
enhanced. However, reorganisation was painfully slow in steel (with 
the exception of Stewarts & Lloyds) and in copper manufacturing. More 
importantly, even in the reorganised branches of British industry, the depth of 
managerial hierarchies often remained imadequate to support ambitious 
growth strategies of the kind pursued by their US counterparts. For example, 
even in the branded consumer goods in which British firms excelled, their 
efforts to diversify or to expand multinationally were feeble (pp.373-74). 

At the core of Chandler’s description of British entrepreneurial failure 
continuing up to and beyond World War Two is the view that Britain failed to 
develop managerial hierarchies as deep, or (though this is stressed less) as well- 
trained and professional, as those in America (or in Germany). I find this 
convincing, for reasons similar to Chandler’s: one cannot but come to that 
conclusion as one examines one weak British firm after another. Notable 
examples, such as the Vickers crisis of the 1920s, have often been seen as 
symptomatic of wider British management failure. The problem with this 
perspective is that in most industries m most countries at most times some 
managerial failure is observed, and the important determinant of relative 
industrial success is not whether failure occurs, but whether more of it occurs 
than in competitors. Chandler is quite definite on this: the hypothesis of British 
managerial failure survives the use of international comparison as a control. 

It must be admitted, however, that the unconvinced will not be wholly 
persuaded by the evidence he adduces or by the subjectivity of some of 
his comparative judgements.” The evidence (as Chandler’s usually careful 
language generally makes clear) is often tenuous and has to be subtly teased out 
of reluctant sources. There is, moreover, no easy way of measuring the depth 
of management in order convincingly to establish the proposition that 
managerial hierarchies were unusually thin in Britain, though there are many 
suggestive cases in the book and copious references to much recent empirical 
research by others to support its general plausibility. The sceptics who would 
be happier with more quantitative measures may be re-assured by a quick 

check which your reviewer performed on the census of production 
data. For all three countries there are enumerations in the censuses of the 1930s 
of administrative, technical and clerical employees, as against shop-floor 
workers. This ratio is a rough indicator of the depth of management hierarchy, 
though arguably it gives too great a weight to the lower ranks of non- 
managerial white collar employees (and correspondingly less to managers) to 
be ideal for our purpose.” Nonetheless, in 1935-36, the proportion of white 
collar workers in total manufacturing employment was, as Chandler’s i 
would lead us to expect, probably lower in Britain (13 per cent) than in either 
the USA (16 per cent) or Germany (15 per cent).” 

On the question of explaining British managerial backwardness, Chandler’s 
exposition is weak. His central explanation is encapsulated in the tag, ‘personal 
capitalism’, a phrase which subtitles the British part of the book. Despite the 
simple tag, Chandler's concept here is a complex one, and overlaps only partly 
with the more traditional category of the family firm. The familiar British 
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tendency to manage mergers as federations of family firms (rather than 
as tightly coordinated functional organisations or as efficiently decentralised 
multi-divisional structures) is certainly one determinant of Chandler's ‘per- 
sonal management’, as is the reluctance of family directors to give up their 
powers of office, or to invest in large-scale plant where this will lead to the loss 
of family control. But many family firms are not, on Chandler’s definition, 
‘personally ’ # and he sees ‘personal management’ as extending well 
beyond the family firm: it even typifies the Co-operative Wholesale Society, 
than which it is harder to think of an enterprise more unlike the family firm 
(p. 260). 

Indeed, at times Chandler seems to come dangerously close to implying that 
a (British) firm is weak if its top managers take top management decisions! 
(p.353). In principle, however his definition of ‘personal management’ is clear 
and explicit: it includes ‘those administered without benefit of an extensive 
administrative hierarchy’,“ but also those whose founding entrepreneurs or 
families ‘assembled smaller management teams’ but retained a personal ‘style’ 
(p.240). Here we have the heart of the problem. As an explanation of 
thin British management structures, Chandler’s ‘personal capitalism’ skates 

near to tautology. 

It would be interesting to investigate systematically how far a tighter 
definition, quantitatively tested, could establish a plausible causal chain. 
Chandler’s sole attempt to do this is an examination of the tendencies of family 
(not ‘personalty managed’) firms to pay out high dividends rather than reinvest 
profits before the First World War. It rests on a ludicrously small sample. 
(pp. 161, 390, 595 and 797). As the author remarks, ‘more research needs to be 
done on this subject’ (p.390). Yet some such research on Britain already exists, 
and international comparisons are also possible.” We know from case studies 
that family firms did sometimes inhibit important managerial developments. 
Yet none of the quantitative work appears to support the conclusion that 
behaviourial differences between family firms and others (at least as they are 
conventionally defined) can explain more than a small fraction of the efficiency 
and growth differences between national economies which are Chandler’s 


What, then, is the key to understanding continuing British managerial 
backwardness in the 1930s and 1940s? Chandler does give some important 
supplementary pointers. The uncompetitive behaviour, which the small 
British market permitted and which the absence of an anti-trust policy legiti- 
mised, may have played an important role in maintaining profits despite poor 
management (p.335). However, given the greater ubiquity of cartels in 
Germany, it is clear that this would have been a difficult theme to pursue in a 
comparative survey including Germany. More conformable is the interesting 
discussion of the unhappy history of university-industry relations in Britain 
(p.293), which appear distinctly less impressive in Chandler’s internationally 

tive mirror than they do in Michael Sanderson’s comprehensive 
survey of this subject for Britain alone.” It may well be in the cultural and 
institutional barriers to the flow of human capital (ideas and people) into 
business that we will find the most convincing explanation of the backwardness 
of British management. 

The more we resort to general cultural and educational explanations, 
however, the more we are faced with the conundrum of explaining why the 
same factors did not prevent the apparently healthy and abundant growth 
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of managerial hierarchies outside manufacturing, notably in the railways 
and financial sectors, at the same time.” While Chandler stresses absolute 
advantages, Britain’s changing comparative advantages in mining (e.g. coal, 
oil) or services (e.g. banking, insurance) may have much to do with her 

specialisations relative to Germany’s in different decades. 
Britain’s relative economic decline is a fascinating subject; we can perhaps 
forgive yet another author for failing to unlock all its secrets. 

Chandler gives Germany somewhat more space than Britain (or indeed than 
the USA), and deservedly so, for German firms are the book’s pre-eminent 
ee Large scale firms in Germany are seen as distinctly closer to 

the American model in patterns of organisation and growth than either of them 
are to the British. This, in turn, is seen as the driving force behind German 
industrial superiority, demonstrated by the size of industrial output and by 
world export market shares at various points in the narrative. 

The case for increasing German competitive advantage over Britain in the 
rapid catch-up period before 1914 was always obvious in the statistics of 
relative industrial growth.” Chandler’s analysis now gives it powerful quali- 
tative back-up. Although he makes no systematic comparisons of firm size in 
the early decades of the century, it is clear from his scattered statistics that some 
of the largest German manufacturing firms were larger than equivalent British 
ones (in terms of employees and output) before 1914. It is unlikely that this 
would be generally” true if capital measures of size were used, and Chandler’s 
more systematic comparisons for the later period confirm that British firms 
were then larger by most measures than German ones (see, for example, pp. 20 
and 47). But for Chandler, it is not size, as such, but the organisational 
capability, which may (or may not) go with it, that lies at the heart of the 
German superiority over Britain. Owen D. Young of (American) General 
Electric said as much in 1929 when, in relation to his reorganisation 
of the European electrical industry, he noted that the British industry 
needed ‘proper mobilisation and management’, whereas the Germans merely 
required ‘an ample capital supply’ (quoted on p. 542). 

Chandler emphasises (perhaps over emphasises) the similarities between 
Germany and the USA, and stresses (perhaps exaggerates) the differences 
with Britain. Nonetheless, the well-known differences between Germany and 
what the French call the Anglo-Saxon economies are also 
and in some cases sharpened, by Chandler. German higher education had a 
clear lead over the US (as well as Britain) in systematic training of engineers 
and managers (pp.398, 425-6). Bank finance was more important both in 
founding German industrial enterprises and in co-ordinating their later 
development, though (following recent German scholarship) this element is 
seen as limited and declining (pp.398, 453, 496). German industrial prowess 
was more heavily concentrated in producer goods, while German firms were 

weak in consumer goods. They developed the economies of scope to 
a higher degree than those of scale, particularly in industries like chemicals and 
heavy machinery. (Chandler makes less of it than European commentators, 
but the role of the size of the market no doubt has the determining role here). 

Above all (and this gives Chandler his unifying theme for the German 
chapters: ‘Co-operative Managerial Capitalism’) German firms were, of 
course, more dependent on the use of cartels and other forms of inter-firm co- 
operation. There is much new detail on these arrangements in a wide variety of 
industries and periods. They are seen principally as affecting merger activity, 
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market structure and organisational form. There is an occasional hint that 
cartel traditions may have been inimical to efficiency (for example in inhibiting 
central managerial coordination at I.G. Farben in the 1930s — p.583), but 
these owe nothing to the anti-trust tradition or to conventional neoclassical 
analysis of competition, which Chandler explicitly rejects (p.593). Indeed 
the efficiency effects of cartels are generally seen as benign or neutral 
(p.549): though this suggestion is not systematically analysed and remains 
uncomfortably unsubstantiated. 

There is much that is familiar in the industry-by-mdustry story, particularly 
in the chapters on the ‘great industries’, in which Germany has long been 
recognised as having established pre-eminence: chemicals (especially 
new chemicals), metal manufacture (iron, steel, copper, etc.), and heavy 
machinery (particularly electrical machinery). Chandler focuses more on 
organisational development than has been the case in traditional German 
business historiography, because he believes it is organisational capability 
not access to technology, bank finance, protection or other factors which 

i consolidated German first mover advantages (pp.496-502). 
Siemens, in particular, is shown to have had a remarkably advanced approach 
to organisation; indeed its own version of the multi-divisional organisation 
both preceded and pre-figured that at General Motors, which in Strategy and 
Structure was first American begetter of that (now widely adopted) structure 
(p.471). Chandler stresses the domestic roots and originality of much of 
Germany’s industrial strength, rather more than the copying and Americani- 
sation of some German analyses.” 

The examination of the two hundred leading German firms also takes us well 
beyond familiar territory and into the ‘lesser industries’. He is able to draw 
on an impressive range of scholarship by contemporary German business 
historians, as well as the rich but underexploited seams of earlier work in 
Schmalenbach’s tradition of Betriebswirtschaftslehre.” The most delightful 
gem here is the discovery of the Gebrider Stollwerck chocolate firm, which 
before World War One, developed an impressive multinational marketing 
organisation and a management hierarchy superior to Cadbury’s. This was one 
of the few German successes (and that a temporary one) in the consumer goods 
industries, and was founded, appropriately enough, on German mechanical 
superiority: its first mover advantage seems to have been especially in auto- 
matic machines for selling chocolate. In other machinery industries (though 
America dominated mass produced light machinery), the Germans had some 
successes (pp.429-527), and they also diversified their locomotive and ship- 
building firms to gain more economies of scope than their British or American 
counterparts (p. 460). 

There is a problem in extending the prewar paean of praise for German 
industry beyond 1913 to 1950, for in that period the explicandum saywa 
growth performance) becomes less clearly suited to the explanation (German 
organisational strength). German growth rates were not, according to the 
I iate measures presented (p.52), generally better than the British in 
that period. Chandler here uses Maddison’s GDP per capita figures for 1913- 
50. It is surprising that estimates of manufacturing net output per employee or 
physical productivity measures for 1913-38 (which would have been more 
directly germane to his thesis) are not used, particularly as the currently 
available (though no doubt imperfect) measures imply continued German 
catch-up with Britain in productivity levels in the 1920s and 1930s, with 
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Germany just overtaking British levels in the 1930s before the war destroyed its 
lead for nearly two decades. The inter-industry distribution of productivity 
differentials, crudely measured by physical output per head, is also what 
Chandler’s analysis would predict: in 1935-36, Germany leads Britain in the 
capital goods industries, but Britain generally leads in the consumer goods 
industries, where Chandler acknowledges her managerial pre-eminence.” 

Whatever view one takes of that, German manufacturing certainly remained 
in vital respects inferior to US industry, whose pre-war industrial expansion 
was (with the exception of the 1930s) sustained remarkably well, making the 
USA even more decisively the world’s most productive industrial power by 
mid century. If we are to believe Rostas, American manufacturing industry’s 
lead in productivity was much the same (i.e. about double) over Germany as it 
was over Britain by the 1930s,” and more so by the 1950s. Indeed the reader of 
this book has continually to remind himself, in the face of Chandler’s frequent 
silences, that on many dimensions — productivity, output structure, export 

, size, markets, labour intensity of production, cartel agreements, 
family influence on boards, and even some aspects of culture — British and 
German manufacturing firms had far more in common with each other and 
with other European firms than they did with the US leaders. 

The usual perspective on the 1930s productivity equality is that it is a 
remarkable case of catch-up by Germany, the industrial follower, of Britain, 
the leading European industrial nation, over five decades or more. Yet 
because of Chandler’s strong praise of German managerial roots of industrial 
transformation, he constantly feels the need to explain why Germany did not 
do even better.¥ Thus the leitmotiv of his post-1913 narrative is the 
effects of wars and their accompanying misfortunes. Both world wars led to the 
expropriation of German multinationals abroad; and further wartime and 
postwar dislocations diverted management attention, creating opportunities 
for other nations to overcome Germany’s first mover advantages. Some were 
successful, but it is the resilience of German competitive strength against the 
many other attempted incursions that impresses Chandler more. This theme is 
pursued in much more detail for the First World War than the Second, perhaps 
reflecting the balance of German business historiography, at least until 
recently. We do learn of the reluctant Nazification by I.G. Farben’s senior 
management in 1937 (p.577) but of little else afterwards, though the removal 
of Jews clearly decimated many of the management hierarchies which are his 
central focus. The destruction and dislocation in the 1940s of German business 
also had more serious consequences for its productive performance than 
Germany’s 1913-24 trials. Silence on the 1940s (when events fit his overall 
theme of temporary German handicaps better than the earlier dislocations) is a 
trifle delicate from an author whose business history teeth were cut on 
analysing aerial reconnaissance photographs of German industry for allied 
strategic bombing surveys! The book could correctly be described as covering 
German industry only up to 1933. 

The unnecessarily apologetic Chandlerian view of interwar German busi- 
ness as a Sleeping Beauty drugged by World War One is perhaps overdrawn, 
but certainly something in Germany did re-awaken in the long boom after 
World War Two. While Germany’s share of world industrial exports was only 
slightly above Britain’s in 1938 (and, of course, below it in 1950), its share 
increased by leaps and bounds in the recovery of the 1950s and 1960s while 
Britam’s plummeted. German productivity levels (though still behind 
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America’s) then also surged well ahead of Britain’s. West Germany’s manu- 
facturing industry is now three times the size of Britain’s and well on the way to 
becoming four times the size with German reunification. Some awakening! 

For Chandler the roots of this postwar German miracle lie in the superior 
Organisational capabilities so impressively built up in the preceding decades, 
particularly the efficient top and middle management structures on which his 
masterly narrative account is focused. In support of this, he cites in his 
conclusion the extraordinary continuity between the top German firms which 
he examined historically and the leading firms of 1973, a continuity seen also in 
the USA, though, he suggests, not in Britain (p.609). This conclusion on 
relative firm mobility is controversial, at least for the later postwar decades.” 
Reflections on a few British and German examples show why Chandletr’s 
determinism raises questions. The professional management hierarchy built 
up by Geddes and Beharrel at Britam’s Dunlop between the wars was 
no guarantee against the company’s long postwar slide into collapse and 
dismemberment; by the same token there are examples (like Volkswagen) of 
German firms which hardly existed in the 1930s yet which in the immediate 
postwar era built up a new management organisation of world class.” 

This would suggest broader roots of success, perhaps in German society, 
education or culture, and is no doubt why others prefer a more eclectic 
explanation of Germany’s industrial strength.” Such explanations, for 
example, stress the strong continuity of family management in the numerous 
medium-sized firms of the Mittelstand, firms which appear to differentiate 
Germany from Britain more sharply than her industrial giants, which are more 
easily and frequeatly compared. Even more devastatingly for the Chandler 
interpretation they differentiate postwar West from East Germany, for in the 
latter the Mlittelstand firms were compelled to join the Kombinate, with long- 
run effects which are all too evident. Other analysts of German success put 
more emphasis on the powerful traditions of industrial apprenticeship and 
other labour practices characteristic of the German-speaking nations (inside 
and outside West Germany), which have provided them with a formidably 
skilled workforce throughout the twentieth century. West Germany in par- 
ticular benefitted from the migration of such skilled labour from the East. 

Chandler’s scholarly single-mindedness is both an advantage for what it puts 
in and a disadvantage for what it leaves out. It has given us the best account of 
German management strength in the prewar and interwar periods available, 
but it has not effectively examined alternative explanations of Germany’s 
industrial prowess. We all know — as Chandler explicitly concedes (p. 13) — that 
there are other parts of the story. Moreover, contrasts are of shades of grey, not 
of black and white. The strength of Chandler’s clear focus is that it gives 
us an unequivocal hypothesis for further testing. Some will prefer the more 
delicately poised balance of Sidney Pollard in matters of Anglo-German 
comparison.” Chandler convincingly establishes that there is more to explain 
in German capacity to upgrade industrial capability relative to Britain than 
Pollard will allow. He also provides some very sharply-defined — though, 
ultimately, too narrowly-defined — answers. 

Chandler’s book will help set the agenda for much mternationally compara- 
tive business history research in the 1990s. One hopes that this will include 
more quantitative research to test the hypotheses: measures of revealed 

ive advantage (using trade data) and revealed technological advan- 
tage (using patent data) will, for example, be important tools, as will the 
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analysis of productivity changes finely disaggregated (like Chandler’s analysis) 
by industry, using national censuses of production, and analysis of financial 
performance using Stock Exchange and other data. Chandler has provided us 
not only with a superb narrative history of big business, but also with some of 
the building blocks we will require for more ic analysis. 

This book is clearly one of the best works of business history to be published 
in the 1990s. Lest that be thought to be damning with faint praise so early in the 
decade, let me reassure you that it also has every chance of retaining that status 
at the end of the decade. It is a measure of Al Chandler’s scholarly stature that 


no one would be more delighted than he if my prognostication were proved 
wrong by the critical research his book is bound to stimulate. 


NOTES 
1. The central theses of the book are also outlined in idem, ‘The of 
Industrial Success’, Harvard Business Review April 1990), pp. 43444 
2. Idem, Strategy and Structure: Chapters in the History of the Industrial En- 


4. For a general overview of Chandler’s scholarly contribution, see T.K. McCraw (ed.), 
‘Introduction’ in The Essential Alfred Chandler (Boston, MA, 1988). 


63-7; J. Kocka, ‘The Rise of the Modern Industrial in ? i 
pp. 77-116 
10. For , P. O’Brien and C , Economic Growth in Britain and France, 


UK: A Comparative Analysis’, Economic History Review, Vol. 33 (1980), pp. 396- 410. 
12. We are, for example, told at length of the weaknesses of family management at 
Cadburys in the UK; we are not told that Milton Snavely Hershey in the equivalent 
US firm did not step down from the board until 1944, when he was 87! More 
the inferior US productivity growth performance in the 1930s, relative to 

both Britain and Germany, is not explained. 
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14. 


16. 


17. 
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24. L. Rostas, ‘Industrial Production, 


Though technical employees (e.g. in R & D laboratories) or clerical employees (servic- 
ing marketing organisations or processing ing information for management decision- 


employees 

rest: they generally amount to about 10 per cent of the total white-collar employees. 
Your reviewer's preliminary calculations from the censuses of production and manu- 
facture also suggest that British ‘backwardness’ in this respect was much greater before 
the First World War (which fits Chandler’s description), but had been almost ehminated 
by the later 1940s (which is less conformable). A fuller examination of this issuc, 
disaggregated to mdustry level is also less supportive of Chandler: it shows for example 
that Britain had substantially bigger managerial overheads of this kind in cars and 
chemicals than the USA did. 


. Firms in which the families maintain ownership and/or families remain on the board are 


not ‘personally managed’ on Chandler’s strict definition, if they build professional 
managerial hierarchies of some depth. Unilever is a clear case of this change in the 1920s 
(pp. 378-89). This distinction explains also why Chandler, who frankly recognises that 
better-performing Germany had many family firms on the traditional definition (e.g. 
pp. 501, 591), is able to come to terms with this objection: the German family firms, he 
believes, more commonly underwent a Unilever-styic transformation than British firms 
and created full managerial hierarchies. The evidence for this distinction is often 
uncomfortably thin. 
This is explicitly defined as one at least as large as British Westinghouse’s manage-ment 
structure of 1917, which he illustrates in an organisation chart on p.241. This ts not in 
fact used as an explicit test in his later discussion. Moreover, many of the firms later 
described as ‘personally managed’ undoubtedly had an equally or more extensive 
management hierarchy than this. Chandler also challengingly asserts that no British 
firm had drawn up even an informal organisation chart by 1913 (p. 407). I certainly find 
it hard to recall one m manufacturing, but can any reader correct me? 
For example, P. Sargant Florence, Ownership, Control and Success of Large Com- 
in the UK, 1936-1951 (1961); S.P. Dobrovolsky, Corporate Income Retention, 
1915-1943 (New York, 1951); P.E. Hart, Studies in Profit, Business Saving and Invest- 
ment in the UK, 1920-1962 (1965); R. Church, ‘Family Firms and Managerial 
Capitalism: The Case of International Motor Industry’, Business History, Vol. XXVIII 
(Apr 1986), pp. 165; A Okochi and S. Yasuoka (eds.), Family Business in the Era of 
Growth (Tokyo, 1984). 
M. Sanderson, The Universines and British Industry, 1850-1970 (1972). 


. See, for example, the article in this issue by Peter Wardley. 
Though 


German levels of industrial productivity probably remained generally below 


Ersten Weltkrieg’, Viertelpahrschrift fur Sozial- und Wut-schafisgeschichte, Vol. 68 
(1981), pp. 457-510; R. Fremdling, ‘Productivity Com-parisons between Great Britain 
and Germany, 1855-1913’, Oxford Bulletin of Economics and Statistics, (1990). It 
would also not be obvious to the casual reader how small the total output of the 
advanced sectors Chandler describes were compared with the still very large handicraft 
sectors in prewar German 


manufacturing industry. 
. Though in some industries, like electrical engineering, German firms were larger by any 


reasonable measure. 


. Cf. V. Berghahn, Unternehmer und Politik in der Bundesrepublik (1985), translated as 


The Amertcanisation of West German Industry, 1945—1973 (Leamington Spa, 1986). 


. One wonders how far the emphasis in the German story on management and accounting 


systems comes from this traditional bias of the German business literature; cf. the 
emphasis on ‘personal t’ in the work of Britain's most productive business 
historian (see W.J. Reader, ‘Personality, Strategy and Structure: Some Consequences 
of Strong Minds’, m L. Hannah (ed.), Management Strategy and Business Development: 
An Historical and Comparative Study (1976), pp. 108-29). 

Productivity and Distribution m Britain, 
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Germany and the United States, 1935-37, Economic Journal, Vol. LII (April 1943), 
p.46; S.N. Broadberry and R. Fremdling, ‘Comparative Productivity in British and 
German 


Industrial Comparative 

American Industries (Cambridge, 1948). More selective quotation can, of course, 
produce a more negative picture of British inferiority: see, for example, C. Barnett, The 
Audit of War: The Tllusion and Reatity of Britain as a Great Nation (1986). 

26. A case, surely, of confusing levels with rates of change. Germany did do remarkably 
well to come, in less than half a century, from productivity levels perhaps only two- 
thirds of those in Britain, to slightly better than those in Britain by the 1930s. 

27. CL P. Geroski and A. Jacquemin, ‘The Persistence of Profits: A European Com- 
parison’, Economic Journal, Vol. 98 (1988), pp. 375-89. 


cally advanced industry in which they [the British] ever regzined a strong competitive 
odge’ is hardly sustainable. Several British electrical engineering companies had done 


pharmaceutical companies 
29. See, for example, S.J. Prais, Productivity and Industrial Structure (Cambridge, 1981) 
and M. Porter, The Competitive Advantage of Nations (1990) for a more eclectic range 
of views on modern German 
30. Cf. Sidney Pollard, Britain’s Prime and Britain’s Decline; The British Economy, 1870- 
1914 (1989). 
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HERBERT KISCH, From Domestic Manufacture to Industrial Revolution: The 
Case of the Rhineland Textile Districts (Oxford: Oxford University Press, 1989, 
Pp. x + 341. £47.50). 


Richard Tilly’s introductory and concluding comments on this collection of 
previously publi and well known articles provide welcome structure to an 
otherwise empirically dense work. In the 20 years before his premature death in 
1978, Kisch had focused on a subject of historical enquiry — rural manufacture 
before industrialisation — that has subsequently attracted much research effort. 

Kisch’s close investigation of industrial production within small districts 
of the Rhineland textile region reveal his historiographical position — a 
commitment to both regional and longue durée approaches to history. 
Although it is impossible to encapsulate the rich detail (Kisch’s specialisation) 
contained in the four substantive chapters of this book, each one examines the 
long-term industrial development of specific rural locations. Kisch explains 
the success of the Krefeld silk industry in the eighteenth century in terms ofa 
vital and responsive agriculture, the absence of state intervention and guild 
restrictions, a cheap rural labour force, and an open social structure that 
embraced the Mennonite community and their entrepreneurial wizardry. 
Kirsch’s study of the Wupper Valley (Elberfeld and Barman) traces the 
evolution of the textile trades — ribbon and linen making — from the late 
fifteenth century to its remarkable eighteenth-century expansion. This chapter 
again emphasises the role of a strong agriculture in the support of rural 
industrial production but also reveals the importance of proximity to commer- 
cial centres — in this case, Cologne. 

The study of the medieval woollen trades of Aachen and their subsequent 
growth in the surrounding countryside emphasises the restrictive practices of 
the urban guilds from which incipient rural industrialists fled. Thus rural 
industry enjoyed physical and social advantages as well as the relative freedom 
to expand. The influence of the French in the lower Rhine textile districts is 
highlighted in the final substantive chapter and Kisch reaches the conclusion 
that during the Revolutionary period the west of the area derived benefits from 
which further development was possible. 

Although Kisch’s (essentially descriptive) input into the proto-industrial 
debate and his contribution to an awareness of the regional nature of industria- 
lisation have been acknowledged, his work has major shortcomings. The 
absence of an identifiable framework for his writing, surprising for an econo- 
mist, renders Kisch’s work indigestible and sometimes incomprehensible. 
Despite detailed knowledge of population trends and migratory movements, 
Kisch neglects to draw out the significance of demographic forces for rural 
industrial growth. He does, however, note in passing that a relationship 
may exist between population growth and industrial expansion. Finally, 
while Kisch criticises his forerunners (especially those adherents to the His- 
torical School) for neglecting early rural industry in their analysis of German 
industrialisation, Kisch himself fails to identify the significance of his findings 
for nineteenth-century developments in the German economy. 

In some respects, therefore, Kisch was ahead of his time and, in appreciating 
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the importance of manufacture in the countryside, his work is pathbreaking. 
Yet, while others have subsequently analysed his findings and used his mass of 
detail to support their theoretical approaches, it is a pity Kisch failed to do so 
himself. 


University of Leeds KATRINA HONEYMAN 


PETER MATHIAS AND JOHN A. DAVIS (eds.), The First Industrial Revolutions 
(Oxford: Basil Blackwell, 1989, Pp. viii + 175; Hardback £27.50, Paperback 
£8.95). 


This collection of eight chapters by six different authors began life as lectures 
given at Oxford in 1984, aimed particularly at young Italian scholars. The 
needs of such an audience have significantly determined the nature of the 
contributions, for we are presented with sensible and admirably clear introduc- 
tions to some key topics rather than the presentation of new research. This may 
not be a book to set the pulse of the well-versed scholar racing, but it is one to 
help settle the nerves of many students. 

The nature of industrialisation in Britain is, as ever, currently the subject of a 
good deal of debate, particularly because of the contributions made by the new 
economic historians. This volume rightly assimilates that contribution, most 
notably with N.F.R. Crafts’ chapter surveying recent work in the field. 
He takes us through by now familiar terrain, but in a way that students 
will find much more accessible than much of his other work. Indeed, his 
chapter provides a good brief introduction to the output of the new economic 
historians, not least his own work. But some of the current debate over 
Britain’s industrial revolution has its origins in a dissatisfaction with economic 
and statistical explanations, and here the chapters by Davis on British indus- 
trialisation in a European setting, Wood on population and Bruland on the 
transformation of work are important contributions. None of these chapters 
has anything particularly new to say, but they so clearly outline the broad issues 
that they provide a very good introduction for students. 

The balance struck by the chapters discussed above is maintained in Peter 
Mathias’ contributions which form the backbone of this book. He has written 
three chapters dealing with the concept and reality of the mdustrial revolution, 
financing the industrial revolution, and agriculture and industrialisation. All 
three chapters provide excellent outlines of the main issues, showing the 
sureness of touch and commonsense that are the hallmarks of his First 
Industrial Nation. The remaining chapter in the book not yet mentioned is by 
Theo Barker on transport, a chapter very much on a par with the other 
contributions. 

Thé First Industrial Revolutions does not offer, or pretend to offer, a 
fully rounded summary of the current state of play on Britain’s industrial 
revolution. It ts the first in a series of volumes dealing with industrialisation and 
only anticipates that the obvious gaps in this book will later be filled. One 
cannot, moreover, worry unduly about the lack of depth or detail to the 
chapters. They are best viewed as providing only brief introductions to very 
complex themes. Students will find them invaluable in providing a few key 
pointers. The detail required for a fuller understanding will have to be found 
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elsewhere. Unfortunately, one of the few failings of this book is that the 
uninformed reader is not particularly well directed to other relevant works. 


University College London JULIAN HoPPIT 


D.A. FARNIE AND W.O. HENDERSON (eds.), Industry and Innovation: 
Selected Essays by W.H. Chaloner (London: Frank Cass & Co. Ltd, 1990. 
Pp.318. £28.00). 


Industry and Innovation is a memorial volume for one of the most colourful and 
energetic members of the economic history fraternity. From 1945 to 1981 Bill 
Chaloner was a member of Manchester University’s department of history and 
although this coloured the direction of some of his research the range of his 
interests extended far beyond the immediate locality. He was concerned with 
many aspects of business, urban, social, transport and agricultural history and, 
in particular, he had an insatiable curiosity about people. He was convinced 
that studies of the history of industries and economies must include both the 
role of people in their development and a consideration of how economic 
changes affected people’s lives. 

The very wide range of his interests inevitably meant that he did not have 
time to produce many books — four between 1938 and 1985 — but during the 
game years he published some 132 other publications. In 1963 17 of the latter 
were reproduced in People and Industries. The editors of this new book, D.A. 
Farnie and W.O. Henderson, were therefore faced with the awesome task of 
sifting through the remaining 115 to choose just 18 more to illustrate the 
breadth and depth of his work. They decided to select items that could 
be arranged into five groups. One group is concerned with the Wilkinson 
brothers’ activities in France, with John Wilkinson’s connection with Joseph 
Priestley and with John Wilkinson’s excursions into the realms of agriculture as 
he ploughed his profits from iron into land, especially into reclamation work on 
marginal land. The second group includes four essays concerned with entre- 
preneurial innovation. Two of these deal with individual entrepreneurs — 
Richard Roberts, a textile engineer, and John Galloway, a Manchester 
engineer. The other two contributions in this section are more general: the first 
examines the wartime hazards facing traders dealing with France during the 
years 1776-93, and the second is devoted to an investigation of the claim that 
the seeds of Britain’s economic decline were sown during the period 1870 to 
1914. To this end he examines the successes and failures of key industries 
during the period 1850-1939 and concludes that the British economy did not 
lack enterprise and flexibility. 

The third section is concerned with various aspects of Manchester’s role as a 
regional metropolis. It includes essays on the birth of modern Manchester and 
on its development in the late eighteenth century. There is also a memoir of 
Arthur Redford, former Professor at the University and one of Manchester’s 
historians, and a study of the region’s early factory system with special 
reference to Robert Owen and Peter Drinkwater. 

The fourth section is designed to give a flavour of Bill Chaloner’s far- 
reaching concern with the social aspects of the Industrial Revolution. It 
contains some six works covering widely differing topics from the Hungry 
Forties to the role of fish in the British diet and from Mrs Trollope and the early 
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factory system to the contributions of middle-class writers — the Webbs, 
Hammonds and Coles — to working-class history. Two other essays in this 
section are concerned with the role of skilled artisans in industrialisation and, 
as carly as 1978, a speculation about the relative influence on subsequent 
thinking of England’s Glorious Revolution of 1689 and the French Revolution 
of 1789 in the light of the impending tercentenary and bicentenary at the end of 
the 1980s. The fifth and final section contains just one contribution on the 
currency problems of the British Empire in the century from 1814 to 1914. 

In addition to these five sections there is a select bibliography of his writings, 
the memorial address at his funeral, a memoir by Dr Henderson about 
their various collaborations and another by H. Horton on his extensive 
bibliographical work which arose from his passion for books. Many of us will 
remember visiting his office crammed from floor to ceiling with publications of 
every sort which also spilled over on to every chair. 

The editors are to be congratulated for producing a delightful book which 
gives a graphic picture of the nature and range of Bill Chaloner’s many 
contributtons to economic history. He himself was sceptical of the value of 
reducing economic history to a ‘collection of impersonal, even inhuman, 
trends or forces plus a body of historical statistics of varying trustworthiness’ 
(p.2). To him the subject must always retain the human touch, and no historian 
has been more vitally human than Bill Chaloner himself. 


University of Liverpool SHEILA MARRINER 


BEN FINE, The Coal Question: Political Economy and Industrial Change from 
the Nineteenth Century to the Present Day (London: Routledge, 1990. Pp. xiv + 
226. £35.00). 


This book sets out to examine the relationship between industrial change and 
political economy through an examination of certain debates and episodes in 
the history of the coal industry over the last two centuries. It is not, and does not 
try to be, a history of the British coal industry over this period. The book 
is divided into four, unequally sized, parts, each dealing with a specific, 
though not necessarily distinct, issue: monopoly, royalties, cliometrics and 
privatisation. Each issue is examined through a consideration of debates of 
both a contemporary and more recent nature concerning matters of economic 
and historical analysis. Although the coal industry forms the focus of Fine’s 
attention many, though not all, of the points made could equally well be 
extended to other industries and sectors. 

Fine exhibits a good command of the field of economic theory and displays a 
wide knowledge of the history of the British coal industry. These are displayed 
through a lucid writing style, whether he is dealing with theoretical issues or 
matters of historical interpretation. He also makes good use of econometric 
methods in examining historical debates, particularly in relation to the inter- 
war coal industry. His criticisms of Buxton’s view of entrepreneurial failure 
between the wars and Kirby’s interpretation of the efficacy of the 1930 Coal 
Mines Act are well-founded and provide a welcome counter-balance to the 
conventional wisdom. Nevertheless, considering the structure chosen for the 
book, it is difficult to see how or why cliometrics should be given a separate 
section of its own, with the implication that it ranks alongside monopoly, 
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royalties and privatisation as an issue in industrial change and political 
economy. 

Fine’s stated aim is to bring to the fore alternative interpretations and 
causative factors in economics and economic history. Thus issues such as 
the role of the Newcastle Vend in the eighteenth and nineteenth centuries, 
mechanisation, rationalisation and entrepreneurship in the 1930s, and priva- 
tisation in the 1980s are merely the mechanism by which Fine can advance 
alternative economic theories and ideas as explanations for particular histori- 
cal periods and events. Whilst he is reasonably successful in this when consider- 
ing specific episodes in isolation, he fails to achieve anything more than this. 
The various explanations remain largely unintegrated across periods. Thus, 
for example, having given a major consideration to the role of royalties in part 
II, and having used them as a not completely convincing explanation of the 
failure of interwar coalowners to mechanise more rapidly, they receive little 
attention in relation to the issue of privatisation. 

This book suffers then from what it is, essentially the grouping together of a 
number of articles in a variety of inter-related fields written over the past 15 
years. Although an effort has been made to give the book some cohesion, this is 
not altogether successful. What is required, and what the book lacks, is an 
attempt to develop an underlying model of industrial change and political 
economy. Perhaps the author will follow up the episodic approach adopted 
here with a more general approach in the future. Despite its flaws, and 
although one need not necessarily always agree with Fine’s views, the book 
is full of interesting ideas and arguments, and should be read by anyone 
interested in the economic history of the coal industry or in the wider issue of 
industrial change and political economy. 


Business History Research Unit, 
Cardiff Business School T. BOYNS 


JIM TOMLINSON, Public Policy and the Economy since 1900 (Oxford: 
Clarendon Press, 1990. Pp. xii + 380. £40.00). 


It is commonplace that since 1990 there has occurred a revolution in economic 
management occasioned by war, the adjustment to democracy and responses 
to technical and social market failure: the three pillars of the pre-1914 anti- 
collectivist temple (the gold standard, free trade and low/balanced budgets) 
giving way by the end of the Second World War to the creation of the managed- 
mixed economy with its extensive array of microeconomic regulations and 
macroeconomic policy instrument and objectives. 

The contours of this transformation of the twentieth-century British state 
are, of course, well known. Thus recent years have seen a flood of monographs 
on the important landmarks of government growth and macroeconomic policy 
episodes, much of this prompted by the growing availability of official govern- 
ment records. What has been missing, however, has been a single volume 
which surveys and summarises this recent literature in the context of the 
whole twentieth century. This is particularly important for the student audience 
which seems to find it difficult to acquire a sense of the overall growth 
of government because of the episodic nature of the existing literature. 
Tomlinson’s latest book addresses this deficiency with a narrative and analyti- 
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cal account of the major features and development of British economic policy 
from 1900 through to 1987, the end of the second Thatcher administration. It is 


crisis in the 1970s and beyond, themes he has covered in a number of previous 
books, in particular Problems of British Economic Policy, 1870-1945 (1981), 
British Macroeconomic Policy since 1940 (1985) and Employment Policy: The 
Crucial Years, 1939-1955 (1987). 

This narrow view of public policy results in a sparse treatment of micro- 
deficient industrial productivity growth which underlay Britain’s poor 
growth record, Tomlinson misses an opportunity to explore the debate about 
how macroeconomic policies were meant to improve the supply side of the 
British economy. After all, when stripped of its political elements, the Stop-Go 
cycles were essentially about the poor supply response of the 
sector to aggregate demand stimuli. He tells us that ‘it is striking how little this 
problem was seriously investigated by policy-makers in the long-boom period’ 
and that ‘there was an “agenda” of potential reform that could have made a 
difference, but it was an agenda which scarcely came to light in this period’ 
(p.275). However, he doesn’t tell us why this was the case. 

It follows therefore that as such there is little for the business historian here, 
though we should not be too harsh. Tomlinson rightly demonstrates that the 
first post-war Labour government emphasised the need to raise production 
and productivity more than any government before or since, along the way 
making some welcome and informed swipes at Barnett’s The Audit of War 
(1986); he successfully charts the development of national economic manage- 
ment in the context of the changing international economic order, something 
which most writers ignore; and the final chapter successfully disputes Alan 
Walter’s claim of an economic renaissance under Thatcherism when judged 


University of Bristol ROGER MIDDLETON 


W.R. GARSIDE, British Unemployment, 1919-1939: A Study in Public Policy 
(Cambridge: Cambridge University Press, 1990. Pp.xvi + 414; £40.00). 


This book has long been awaited. Garside has set out to produce a single 
comprehensive study of inter-war unemployment which brings into one 
volume a survey of the various themes of public policy which have hitherto 
been scattered among a wide range of specialist studies. The primary focus is 
thus on policy, though the nature and causes of the interwar unemployment 
problem are treated in so far as they have a bearing upon the policy debate. 
The volume is divided into five sections. The first is an introduction to the 
problems of measurement and the changing pattern of unemployment in inter- 
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war Britain. Part Ú deals with the evolution of unemployment insurance and 
the various “doles' which interwar governments devised to support those 
unemployed workers who had exhausted their rights to insurance benefits. 
The international context is surveyed in Part II, with chapters on the exchange 
rate (focusing on the decision to return to gold), tariff and trade policies and the 
‘Empire solution’. This is perhaps the least detailed section of the book, but the 
conclusion that British governments’ hopes for a revival of world trade 
volumes were dashed in 1930-32 emerges clearly enough. The implications for 
domestic economic policy of the fundamental shift of Britain’s place in the 
network of world trade after 1918 are considered in Part IV, with chapters on 
industrial and regional policies. The final section deals with various aspects of 
the macroeconomic policy debate, concentrating on the interwar discussions 
of the level of real wages and the stormy controversies over fiscal policy. 
The great merit of the volume is that the author has succeeded in his aim of 
bringing together discussion of the various strands of interwar policy towards 
unemployment and the unemployed. This is a formidable achievement. The 
reason why we have had to wait so long for this book is the enormous volume of 
literature which has been generated by the inter-war unemployment problem. 
As a result, Garside has had to lean heavily upon the work of many other 
scholars, making the book rather more of synthesis than an original mono- 
graph. Given the subject matter and the author’s goal of a broad overview of 
the policy debate, the scope for fresh, bold statements is clearly very limited. 
Indeed, one might argue that the academic debate on interwar unemployment 
has suffered from rather too many attempts at freshness and boldness and that 
what is required now is the sort of solid, judiciously balanced volume which 
Garside has provided. Of course, there are bound to be differences of view 
about the way that this debate should be presented. The scope given to 
the discussion of domestic monetary management and particularly to the 
importance of cheap money to the perceptions of contemporary policy makers 
appears rather niggardly and one cannot help believing that much greater use 
should have been made of the comparative perspective. Why were British 
policy-makers so lacking in vision and courage when they could see both 
that British unemployment was falling faster than in most other countries 
(especially when compared with the USA where bold experiemnts were being 
ted) and that there were unfortunate social and political consequences 
to be paid if the conquest of unemployment was to be given overriding priority 
in national policy? Garside’s book is bound not only to generate questions such 
as this but also to command admiration for a thoughtful and brave attempt to 
tackle such a minefield of literature and opinion. 


University of Exeter ALAN BOOTH 


DAVID THOMS, War, Industry and Society: The Midlands 1939-45 (London 
and New York: Routledge, 1989. Pp.x + 197. £30). 


This book analyses the war effort of the engineering industries of Birmingham 
and Coventry, paying particular attention to the contribution of car manufac- 
turers to the production of military aircraft, vehicles and other weapons. 
Under the rearmament drive of the 1930s the region’s motor vehicle manu- 
facturers were invited to participate in the establishment and operation of 
state owned ‘shadow’ aircraft factories, to supplement the output of existing 
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military aircraft plants. Most firms were delighted to expand and diversify their 
activities, but Lord Nuffield withdrew from the initial ‘shadow’ programme, 
largely as a result of his inability to work as part of a team. Later, when Nuffield 
had agreed to build and operate a Spitfire factory at Castle Bromwich, his 
failure to meet deadlines resulted in the plant being transferred to the control 
of Vickers. 

War itself brought the familiar problems of labour and raw materials 
shortages. Some of Cadbury’s chocolate factories were converted to the 
production of aircraft components, and the smallest engineering units were 
incorporated into the munitions programme. Thoms emphasises the difficulties 
encountered by the government in its attempt to co-ordinate the output of 
these producers. But he is less than clear in his discussion of the effects of state 
intervention on industrial efficiency. On page 89 he suggests that high taxation 
and low profit margins on government contracts during the war may have been 
a significant constraint on firms’ plans for postwar re-equipment. But on page 
103 he indicates that many engineering firms had no problem accumulating 
large reserves of profits during the war. Inefficient car producers, for example 
Singer, may even have been saved from collapse by wartime orders. Was the 
government too mean or was it too generous with the engineering firms? 
Thoms cannot make up his mind. 

The later chapters give a fascinating account of the effects of German air- 
raids on industrial production and civilian morale in the Midlands. In the 
famous attack on Coventry on 14 November 1940 over 70 per cent of the city’s 
180 largest industrial units were either destroyed or badly damaged, while 
46,000 houses were damaged. A Mass Observation survey conducted in the 
aftermath of this raid suggested that the people of Coventry had been reduced 
to a state of panic. Thoms is correct to cast doubt on the accuracy of such 
reporting. He shows that there was no increase in cases of mental illness in 
Coventry following the blitz. Absenteeism increased for a time, and thousands 
of people slept in neighbouring towns such as Leamington, but this behaviour 
was not unusual in the wake of a major air-raid on a British city. Thoms cannot 
be criticised for his inability to calculate the overall cost of enemy bombing in 
the Midlands during World War Two. There were heavy casualties at BSA’s 
elderly Smali Health works in November 1940, which had no sprinkler system 
and inadequate shelter facilities. Modern factories were more resilient, often 
possessing fire-proof roofing, and protecting valuable machinery behind blast 
walls. Thoms points out that civil defence, fire, and rescue services were 
severely hampered from shortages of manpower and equipment, and suggests 
that this constituted a significant weakness m the region’s capability to 
withstand air attack. 

David Thoms has written an interesting and informative introduction to the 
industrial and social history of the Midlands during World War Two. He has 
made meticulous use of government, business, and trade union records. The 
book would have gained from the inclusion of a more general introductory 
chapter dealing with the context of the Midlands economy in the late 1930s, but 
at least Thoms could never be accused of wafflng. My only substantive 
criticism is that the book does not give a satisfactorily clear analysis of the 
effects of government procurement policy and wartime industrial controls on 
levels of productivity, profits, and investment in Midlands engineering. 


London School of Economics JOHN SINGLETON 
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KEITH HAYWARD, The British Aircraft Industry (Manchester: Manchester 
University Press, 1989. Pp. xvi + 220. £29.95). 


This book is the first in a new series edited by Derek Aldcroft examining the 
development of British industry in the twentieth century through a series of 
sectoral case studies. Aerospace is a particularly appropriate sector to begin 
such an ambitious project for two reasons. First, because of its status 
as a ‘strategic’ industry as a major exporter and also one which forces 
technical innovation through important supplier sectors such as electronics 
and materials mto the wider economy. Second, the development of the aircraft 
industry brings the changing economic role of the state into sharp relief. 
The initial creation of an aircraft industry, as opposed to an economic 
playground for wealthy enthusiasts, was entirely due to military needs, a 
strategic necessity which ensured state support throughout the inter-war 
depression. Within 20 years of its inception, however, the British aircraft 
industry already lagged far behind its international competitors in product 
innovation and production techniques. Nor was this deficiency rectified by 
the notable successes of British designers in incorporating foreign innovations 
into their aircraft. The post-1945 period has witnessed an increasingly unequal 
struggle between the British industry and the burgeoning might of the Ameri- 
can aerospace corporations. We are in familiar territory here: a domestic 
market insufficient to provide a sufficient scale of production, an industry 
whose fragmented company structure led to the undercapitalisation, duplica- 
tion and dispersion of technical development, and the shifting enthusiasms of 
successive governments; all the classic ingredients for the gradual loss of 
British competitiveness. The collapse of Rolls-Royce in 1971 symbolises the 
organizational imbalance between technical excellence and major 
misjudgements. Rolls-Royce’s greatest technological triumph, the RB211 
engme family, was developed under a fixed price contract regime with little 
provision for inflation and severe penalties for delays in meeting a tight 
ee ee 
Royce organisation was the dominance of technical experts throughout the 
company, even in commercial matters. 
The nationalisation of Rolls-Royce and the commercial failure of Concorde 
pushed enterprise and state policy further toward joint ventures, 
with their continental counterparts. If the privatisation of Rolls-Royce and 
British Aerospace by the Thatcher administration has led to the adoption 
of company strategies focussed on the ‘bottom line’ rather than technical 
excellence then it has not led to a complete disengagement of state and 
industry. Launch aid and a disproportionate targetting of state research and 
t support for aerospace continues to dwarf that spent on other 
sectors. And yet Hayward convincingly demonstrates that this is due to the 
mdustry’s effectiveness in lobbying government rather than any coherent 
strategic vision of aerospace’s strategic role as a diffuser of technical innova- 
tion. Hayward is to be congratulated for presenting a coherent, 
sible analysis of a ferociously complex sector; in achieving this he has surely set 
the standard for the rest of this ambitious series of publications. 


University of Glasgow A. MCKINLAY 
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MARTIN CAMPBELL-KELLY, ICL: A Business and Technical History 
(Clarendon Press, Oxford, 1990. Pp. vii + 409; illus. £30). 


The history of ICL and its ancestors is very much the history of British 
information technology, and in this authoritative study by Dr Campbell-Kelly 
w- rive a detailed exposition of the story up to 1985. In fact, the book is not 
gi .:y a history of ICL; it explains how, from the creation of BTM in 1904 to the 
a. __ sition of ICL by STC in 1984, the information systems industry evolved in 
the United Kingdom context. The emphasis is biased towards the punched- 
card machinery manufacturers, because of his reliance on sources left by those 
companies, but the book is still capable of highlightmg the range of technical, 
commercial and managerial influences which determined the rate of progress 

achieved over those years. 
From the early era of punched-card machinery through to the age of 
facing 


1908, and up to 1948 the terms of this agreement exerted considerable financial 
strains on the business, compounding the problems experienced in generating 
sales on this side of the Atlantic. The Hollerith machines were produced by a 
company which was later to become IBM, and even though in 1948 BTM was 
able to extricate itself from its dependence upon American technology it was 
then left with the task of competing with a company which was by then 30 times 
larger than itself. Differences in the scale of demand for office machinery could 
explain some of this contrast in size, but IBM executives, led by the dynamic 
Tom Watson, were also convinced that managerial shortcomings were at the 
root of the problem. It is also clear from Dr Campbell-Kelly’s analysis of the 
years 1948-72 that, in spite of a series of mergers culminating in the formation 
of ICL m 1968, management remained one of the major constraints on the 
business’s progress. 

The creation of ICL, of course, was part of the contemporary Labour 
government's love affair with scale as the solution to the problem of competing 
with foreign multinationals. In this case, it was a matter of rationalising the 
manufacture of mainframe computers at a time when senior politicians feared 
that the mdustry would disappear altogether. This interventionist policy was 
also supported by a certain amount of development aid, highlighting another 
important theme running through this story. Dr Campbell-Kelly makes it clear 
that, while in Britain successive governments since 1945 have attempted to 
assist ICL and its forerunners in the design and launch of new computers, this 
support has proved woefully inadequate when compared to the amounts 
pumped into their indigenous Industries by governments in America, Japan, 
West Germany and France. When one combines this deficiency with the 
sluggish growth of Britain’s computer market, added to which must be the 

ial weaknesses in these companies, it is not surprising that after 1972 
foreign management and technology have been acquired to improve the 
competitive standing of what had become the only British-owned mainframe 
computer manufacturer. Of course, there have been exceptions to this mule, 
most notably when Rob Wilmot was chief executive in the earty-1980s, but it is 
perhaps indicative of the whole story that only when the technical agreement 
with Fujitsu was signed in 1981 was ICL’s profitability assured. The merger 
with STC in 1984 has further strengthened the company, in view of the 


320 BUSINESS HISTORY 


developments in computer networking, but it was Japanese technology which 
provided the basis for progress in the 1980s — and Fujitsu was to acquire ICL in 
1990 


Although the book highlights these key themes in the study of Britiah high 
technology companies, it seems unusual that Dr Campbell-Kelly misses the 
opportunity of writing a conclusion which provides an overview of the whole 
story. The final chapter is actually an useful history of information ter - 
nology, but this might have been more appropriate as an introduction to the 
subject. In its place could have been an assessment of the industry's perfor- 
mance, incorporating a study of the managerial, commercial and govern- 
mental influences which have moulded our present-day capabilities in this vital 
indusury. Business history is often criticised for taking an approach which is too 
narrow and introspective, and while there are many parts of this book which 
broaden the discussion to take in more general matters it would have been 
appropriate to have drawn all these themes together and underlined various 


This paint aside, however, Dr Campbell-Kelly has produced a book which 


at supporting British high technology. The story may seem depressingly 
familiar, but more work of this kind needs to be produced before a complete 
evaluation of performance in these areas can emerge. 


University of Manchester J.F. WILSON 


WILLIAM BARNES, Managerial Catalyst: The Story of the London Business 
School, 1964 to 1989 (London, Paul Chapman, 1989. Pp.x + 182. £14.95). 


For British business historians, a recurrent debate has been about manage- 
ment education and training: whether previous inadequacies caused Britain’s 
progressive economic decline, and the extent to which the post-1960 initiatives 
have improved the quality of British management. Robert R. Locke has 
recently discussed these questions in an international context, his first volume 
(1984) covering the period 1880 to 1940 and the second dealing with Manage- 
ment and Higher Education since 1940: The Influence of America and Japan on 
West Germany, Great Britain and France (1989). To the discussion about 
Britain, William Barnes has contributed a very useful case study, examining 
why the London Business School was set up in 1964 and what it has achieved 
during its first 25 years. To furnish a ‘control’ on his findings, perhaps Barnes’ 
account will encourage the publication of John F. Wilson’s unpublished history 
of the Manchester Business School. 

Asa former Secretary of the LBS, Barnes has been able to write as an msider, 
and his unusual candour enriches the narrative. For instance, the School’s 
main weak points were failures (at first) to attract enough women and to 
overcome an innate distaste for the subject of Industrial relations. The latter 
was not assuaged by the first professor’s excessively anecdotal and unanalytical 
teaching style, and his eventual successor was redesignated Professor of 
Organizational Behaviour, thus diminishing the subject’s importance. Yet 
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surely that was at a time when many companics were up-grading the industrial 
relations function, so that all students should have been fully acquainted with 
thinking on this topic? 

‘As to the historical background, Barnes gives a wonderfully succinct 
account of how management education grew in both the USA and the 
continent of Europe, many decades before Britain followed suit. In exploring 
the reasons for Britain'a deplorable tardiness, he might have given less space to 
fashionable gurus such as Correlli Barnett and Paul Kennedy, and instead have 
cited Alfred Marshall, whose knowledge of British business at the turn 
of the century was unrivalled. Marshall advocated courses to help develop. 
managerial awareness generally, on top of specialist education for particular 
trades, and thereby link ‘the scientific training in which the countries of 
Western Europe are ahead of us to that daring and restless energy and those 
practical instincts, which seldom figurish unless the best years of youth are 
spent in the workshop’. (Principles of Economics (1920), p. 209). 

How and why did the need for systematic management education in Britain 
erupt as an urgent issue in the late 1950s? Barnes reveals the crucial role played 
by Sir Keith (later Lord) Joseph: a thinker likely to figure more prommently in 
the history books than his current obscurity suggests. Having surveyed the US 
scence, Joseph assembled a group of very able men, and the Foundation for 
Management Education was set up in 1960; their collective efforts to awaken 
public opinion led to the Franks report of 1963, ‘the Magna Carta of the British 
business schools’. Barnes’s clear narrative does not include an adequate 
explanation of the timing of these events. In fact, following a decade or so of a 
sellers’ market, at home and overseas, after 1945, the re-entry of Germany and 
Japan into the world economy, tariff reductions and the stagnation of the home 
market after the heady years of Britain’s ‘consumer revolution’ all played their 


What, according to Barnes, has the LBS achieved since 1964? First, it took 
the lead in pioneering this entirely new venture for Britain. Second, by arduous 
trial and error it came somewhere near hammering out what management is 
and how it may be taught: the sheer complexity of the subject and the varied 
needs of students have meant having to draw on a wide selection of learned 
disciplines. Third, it made itself highly adaptable and strove hard to break 
down an age-old barriers between practical business and the university and 


Institute of Technology, it inclined to the latter, to inculcate into each student a 
flexible and analystical cast of mind, because in management ‘the higher he 
goes, the greater the variety of sources from which pressure will focus upon 
him, and the more complex the problems he will have to master’ (p.37). 

Not discussed by Barnes is the LBS’s neglect of business history, despite the 
latter’s acceptance in the USA as a management tool ever since its establish- 
ment as a discipline at Harvard in 1925. Indeed, the two jomt conferences on 
business history and management education, held at Cranfield in 1973 and at 
the LBS in 1981, embarrassingly revealed no mecting of minds between the 
two parties concerned, while the subsequent ESRC-financed research fellow- 
ships in business history at the LBS and at Bath Management Centre, proved 
fruitless in bridging the mental chasm. However, that problem was construc- 
tively aired at the Business Archives Council’s conference in 1988, where a 
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number of stimulating solutions were put forward. Could it be that among the 
many business history initiatives curently under way in Britain, one centre at 
least will give thought to how the subject can be developed so as to make it 
useful to business schools? That would furnish one of many reasons why 
business historians should read Barnes’s engagingly written and scholarly 
book. 


University of Reading T.A.B. CORLEY 


LUC MARCO, La Montée des Faillites en France, XIX*-XX*™ Siècles (Paris: 
Editions L'Harmattan, 1989. Pp.192. No price given). 


Over the last two hundred years the level of bankruptcies among French 
businesses has increased substantially. But so have the number of new 
firms created, particularly in the period since 1945. This, Marco argues 
convincingly, is an indicator not of increasing long-term weaknesses in the 
French economy, but rather of its increased vitality. 

The first two chapters are in many ways the best part of the book. They 
contain an introduction to the historiography, not simply of bankruptcies, but 
to that of the firm more generally, beginning with Adam Smith, through Mill, 
Marshall, Knight and Schumpeter, to Labini and Altman. This theoretical 
discussion, excellently presented, is followed by an analysis of the historical 
reasons for French firms’ failure to survive. Some can be classified as micro- 
economic, for example bad management and planning, or inadequate capitali- 
sation. Others can be attributed to macroeconomic factors largely outside the 
firm’s control; the changing conditions of boom and slump, and the variation in 
credit conditions related to them, or strikes brought about by disputes at a 
national level. 

Historically in France, as elsewhere, bankruptcies have been most common 
amongst newly created firms. Two-thirds of all business ceased to exist within a 
year of their creation. But, as Marco points out, bankruptcies were most 
common in those regions in France, particularly the north-east, which were the 
most economically dynamic, and which also saw the greatest increase in the 
number of new firms. He also notes that over time business failures tended to 
move in the opposite direction to the trade cycle, rising in times of slump and 
deflation and falling in years of boom and rising prices. During the period from 
the late 1870s to 1914 the annual level of bankruptcies was roughly stable. In 
the years between the wars this increased, particularly during the depression of 
the 1930s, which lasted longer in France than elsewhere in Europe. The rise 
resumed after 1945. However, during this later period of extended boom, the 
number of new enterprises which were created rose substantially, more than 
offsetting the increase in the number of bankruptcies. 

None of the book’s findings are very surprising. Many of them could be 
deduced simply on a priori grounds — it would indeed be strange if 
rose during periods of boom and fell during slumps, or if small firms with bad 
management and outdated technique survived long. Nevertheless, Marco 
provides a useful contribution to our understanding of French business history 
during the last 200 years, as well as a succinct and readable mtroduction to the 
theory of the firm. 


The Queen’s University of Belfast D.S. JOHNSON 
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FREDERIC BARBIER, ef al., Le Patronat du Nord sous le Second Empire: Une 
Approche Prosopographique (Geneva: Librairie Droz, 1989, Pp. IX + 409. 
No price given). 


project on French business leaders. However, it was eventually decided to 
proceed on a regional basis and to deal only with the period of Napoleon III 
(see Business History, Vol. XXIX, No.4 (October 1987), pp.130-1, and 
forgive the printing mistakes!). Frédéric Barbier, who has been helped by a 
team of nine people, is the first to publish his contribution to the project, which 
has been carried out under the auspices of the Institut d'histoire moderne et 
contemporaine, a labo propre, in the jargon of CNRS. Volumes dealing with 
Normandy and with Burgundy are presently completed and ought to come out 
in the near future, but there is no prospect that all French regions will be 
covered. This is an almost too good to be true example of the difficulties into 
which ambitious team-work French research projects run and of the way they 
get bogged down. 

We must therefore be grateful to F. Barbier for having carried through his 
task, inasmuch as the Nord (which here has a regional meaning and includes 
the two departments of Nord and Pas-de-Calais) was the major industrial 
region of nineteenth-century France, the nearest equivalent to an English 
‘manufacturing district’, with a wide range of industries; textiles were the 
largest sector (50 per cent biographies in this book are of men in textiles), but 
the coal, iron, glass and food (specially beet-sugar) industries were fairly 

. This book is undoubtedly an important contribution to the expand- 
ing field of the study of French business leaders; it has been prepared with 
careful scholarship and it is laid out as to be easily used, either by computer or in 
old fashioned ways. 

The bulk of the volume is made of 100 biographical notices, of businessmen 
who were active in the Nord in the 1860s; the notices are not ‘written up’ and give 
‘raw’ information, according to a standardised list of headings. This detailed 


Cae a is arranged around three topics: état civil, professional career 
including fortune), notabilité (education, religion, civic and political activi- 
ties, honours, etc.); the most prominent individuals also receive a summary of 
their life stories. Data hae been collected from various sources, but many come 
from archival materials (such as enregistrement records, about personal wealth 
at death). Yet it is surprising that the bibliography — which includes a section on 
methodology — has no reference to non-French works. As for the criterions for 
selecting the ‘100’, they have not been rigid: not only wealth, but ‘distinction’ 
and the necessity to have representatives of the-region’s various areas have 
been taken into account. This is sensible, but one wonders why J.F. Cail and P. 
Talabot, who were ‘outsiders’, have been included, and not some other heads 
of large, Paris-based companies (this would have reduced the autochthonous 
character of the sample, which has 85 men born in the Nord). These notices will 
be an invaluable mine of information for anyone interested in nineteenth 
century French industry, specially in the Nord. 

Moreover, F. Barbier — an expert on the printing and publishing industry — 
has written an excellent 55-page introduction, which discusses (perhaps too 
briefly) the methodological problems which are involved, and summarizes the 
conclusions from a statistical analysis. 
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The industrial bourgeoisie of the Nord appears as an open class, which 
was recruited, in the first half of the nineteenth century, from the sons of 
farmers and the putters-out in domestic industry, plus a contribution from the 
established urban middle class. With a progressive agriculture, a dense net- 
work of towns and a strong manufacturing tradition, the region had no 
shortage of capital or enterprise, and there were many ‘self-made men’, from a 
modest background, but few ‘entirely new’ upstarts, rising from the ‘lowest 
orders’. Not unexpectedly, Barbier finds that after mid-century, when capital 
requirements increased, the renouvellement of the élite slowed down. He also 
considers that Northern industrialists were open-minded, in a pragmatic way, 
towards economic and technological innovation; this fits with the view, which 
is often held at the moment, that French businessmen were not as bad 
ee ee but not as good as they might have been! 

Barbier concludes that this patronat du Nord had a genuine specificity, in 
particular because of the crucial role which the family and family connections 
played in business. He suggests — rather conventionally — that this was an 
advantage in the early stages of industrialisation, but a handicap later on, when 
capital requirements became heavy. Another specific character was that a 
majority of those men where devout and militant Catholics, with a zeal for 
proselytism, and naturally right-wing political views. That those businessmen, 
specially of the first generation, were not much interested in art and culture, 
that they led an austere life comes as no surprise. 

British readers may be disappointed that only one of the 100 business leaders 
was a fellow countryman: David Dickson (1811-69), a Scotsman who estab- 
lished a flax-spinning and sail-cloth making mill near Dunkirk. Alfred Bailey, 
manufacturer of tulle and lace at Douai, was the grandson of an English 

, who had settled there in 1818. As for Pierre Dumont, he had started 
as a soldier and fought the British at Arapiles, Toulouse and Waterloo, before 
becoming an ironmaster. 


University of Paris-Sorbonne FRANCOIS M. CROUZET 


C.W.R. GISPEN, New Profession, Old Order: Engineers and German Society, 
1815-1914 (Cambridge: Cambridge University Press, 1990. Pp. x + 357. £32.50). 


Some themes in this book on the rise of the engineering profession in Germany 
in the century before the First World War will be familiar to those who know 
the equivalent British development. Others arose out of the peculiar condi- 
tions in which German modernisation took place and have no parallel in the 
British experience. Possibly the very concept as a learned gebildete group, 
which underlay the struggle for recognition in Germany will be difficult to 
grasp for British readers, while contrariwise the Anglo-Saxon concept of a 
profession has no equivalent in German. 

Among the topics which will be familiar to readers of this journal is the battle 
for the recognition of scientific and technical subjects as equivalent to the 
vaunted classical subjects taught in the grammar school, the Gymnasium, 
followed towards the end of the nineteenth century, by the same struggle at 
higher, University level. As in Britain, the hope for recognition could be 
realised only by making the teaching in the trade schools, and later in the 
secondary modern schools (Realschule) ever more theoretical, which by the 
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same token reduced its value for the prospective employer. This dilemma 
became even more acute at tertiary level, as Polytechnics became Technical 
Universities. In the end it was the emperor's fiat which established the legal 
equality between the technical schools and universities and the traditional ones 
in 1899 and 1900 respectively; but it was a long time before this could be turned 
into equality of esteem, if indeed it has reached that level even today. As in 
Britain, the term ‘engineer’ ee eee oneness oem uE 
practical and the academically trained expert. 

But while in Britain the fight for recognition as a profession equivalent to the 
traditional ones, the church, the law and medicine, was carried on in terms of a 
similar professional ethic and dedication (as well as, possibly, by the ability to 
eam a comparable salary), the German target was the higher civil servant, who 
stood at the top of the status hierarchy. The issue was further confused by the 
fact that there was also an old-established civil engineering and architecture 
section within the civil service — quite apart from the official 
who receive curiously little attention in this book — and while these 
of their denigration by the main body of civil servants, a ae 
they were in turn envied for their high prestige by the engineers outside the 
State service. The Verein Deutscher Ingenieure (VDI), founded in 1856, and its 
various daughter organisations, may be compared as a professional body with 
the British Civil Engineers and their offshoots: but the German capacity for 
forming associations led to other groupings also, including the Bund der 
technisch-industriellen Beamten, a trade-union like society which receives 
much attention here, and the status-conscious Verein Deutscher Diplom- 
Ingenieure (VDDI), which had as its object the raising of the status of 


graduates. 

To German readers much of this will be familiar, though some new material 
has been worked up mainly from the contemporary professional press. For 
English-speaking readers, this work will form an introduction, not only to the 
history of a profession, but also to the subtleties of social stratification in a 
society still dominated by the landed classes and a privileged bureaucracy, 
while in process of breathtakingly rapid economic change. It is to be regretted 
that, once again, Prussia is taken to represent Germany, and the most 
interesting and in this case significant differences with the southern states are 
left out of account. Nevertheless, this is an excellent scholarly contribution to 
the understanding of the strains and stresses to which German society was 
subjected in the decades before World War I. 


Bielefeld University SIDNEY POLLARD 


RICHARD H. TILLY, Vom Zollverein zum Industriestaat: Die 
soziale Entwicklung Deutschlands 1834 bis 1914 (Munich: Deutscher Taschea- 


buch Verlag, 1990. Pp.237. No price given). 


Professor Tilly has written an admirably tucid introductory account of 
German economic development between the dates shown. Written mainly, 
though not exclusively, from the viewpoint of the school of German quantita- 
tive economic history of which he himself is the distinguished pioneer, it is, 
however, designed for the general reader, to whom its lucid prose succinctly 


opens up many fairly tight pieces of economic reasoning. 
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The first part of the survey focusses on the decade of the 1840s, which Tilly 


but 
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heavy industry and the banks — which in turn was fuelled by the expectation of 
profit; and this could be realised, not merely because of the inherent potential 
of the technical and banking innovations in themselves, but also because the 
presence of ‘unlimited supplies of labour’ turned the distribution of income 
towards property. After 1871 the ‘leading-sector’ motif becomes weaker, 
but it resurfaces in the shape of an export-oriented electrical-chemical-and- 


Technical education and organised research were also vital; the reasons for this 

orientation of German enterprise are mconclusively discussed. 
Concise and illuminating discussions of the state of research on cartels and the 
tariff question are included en route. The survey concludes with a brief account 
of the social consequences of industrialisation, principally from the perspec- 
tive of urbanisation. An excellent bibliographic essay and a short selection of 
documents round off the work. 

If one criticism may be made of an excellent little book, it is the implication of 
its structure (partly remedied in the bibliographic essay), that Germany’s rich 
reservoir of handwerklich skills and social organisation contributed nothing 
to her economic progress. The ‘labour process’, and the ‘management of 
innovation’, subjects which already interest German labour historians, will 

become more integral to economic history in the years to come. 

It is to be hoped that Professor Tilly has an English edition in mind. 


University of Manchester T. BALDERSTON 


DAVID CAHAN, An Institute for an Empire: The Physikalisch-technische 
Reichsanstalt, 1871-1918 rem Cambridge University Press, 1989. 
Pp. xix + 513; illus.; $49.50). 


An underlying assumption in the decline-of-Britain arguments is the weakness 
of British scientific education and the poor application of science to industry. 
Germany, so the argument goes, grew economically great as Britain declined 
because science mattered more there. This thesis is all too seldom tested 
empirically. Professor Cahan’s thorough study of one of the famous German 
physics institutes from the pre—1914 era is thus a very welcome addition to the 
debate. It would be refreshing to find that the thesis had been exaggerated, but 
in this remarkably detailed study, drawing on a very wide range of difficult 
primary material, it is clear that Germany industry did benefit a great deal from 
formal scientific institutes, and that the Reichsanstalt was established with this 
aim in mind. A joint venture promoted by the industrialist Werner von 
Siemens and the Reich government, the Reichsanstalt was set up in Berlin in 
1887 to provide primary research in metrology, optics and other scientific areas 
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which promised a practical application. Industry came to the institute when it 
had problems in measurement of physical phenomena, a vital service at a time 
when the electrical and precision-instrument industries were transforming the 
German economy. 

It was not, however, all smooth going. Cahan shows that institute scientists 
were poorly paid and after 1900 many went off into more lucrative academic or 
industrial jobs. The demands of industry, perhaps inevitably, began to trespass 
more and more on the work of the institute, at the expense of pure scientific 
research and to the despair of the conscientious theoretical scientists who ran 
it. In a sense the reverse happened to the British experience: industry became 
too science-conscious and emphasised technical application at the expense of 
pure research, distorting the long-term work of the institute. The German 
military saw science in the same way, and when the war came half the scientists 
in the institute were drafted into the armed forces to help with technical 
problems, while those who remained were never called upon to undertake 
serious research for the war effort. Scientific autonomy was impossible to 
achieve given the instrumental view German society had of its scientific 
establishment. This may well explain why so many significant breakthroughs in 
pure science took place in France, Britain or the United States; but it also 
explains why German industry in the ‘Second Industrial Revolution’ could 
show its competitors a clean pair of heels. 


King’s College, London R.J. OVERY 


GEROLD AMBROSIUS AND WILLIAM H. HUBBARD, A Social and Economic 
History of Twentieth Century Europe, (Cambridge, MA, and London: Har- 
vard University Press, 1989. Pp. xiii + 368; maps. £35.95 cloth. £12.95 paper- 
back). 


This is a university-level textbook translated from the original work published 
in German in 1986. The fact that is has been translated presumably indicates 
that it has had some commercial success in Germany and it may well achieve 
some on the American market too. It is, though, difficult for all its soundness 
and accuracy, to see what purpose it will serve in Britam. Like many such books 
it seems too short and too limited in its approach to serve as full support for the 
courses in modern European history usually provided in British universities. 
There is an introductory chapter on the demographic changes in the period and 
their consequences for economic and social history on the economic history of 
the period as these would normally be taught. The lengthy second chapter uses 
the basis structure of national income accounting to illustrate changes in 
patterns of employment and in social structure. It also contains a good 
comparative analysis of the growth of the welfare state and of the changes in the 
relationships of the state and national politics to human existence. There, 
however, social history ceases. There follows two exclusively macroeconomic 
chapters, based on national income accounting, analysing the growth of 
national product and its deployment. These too are useful. But at that point the 
economic history also stops. After a brief concludmg chapter on patterns of 
socioeconomic development in Europe which tries to decide whether there are 
models of the European experience which have any validity, we are left musing 
on the unsatisfactory nature of histories which never descend to the particular. 
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Students, teachers too, would surely like to know how the poor in different 
countries Hve, not merely note the stability of unjust patterns of income 
distribution. They would like to know something of some particular industry 
and how and why it became so important, cars, say, or computers. They would 
surcly Hke to know more of why countries in detail are so different even though 
the broad macroeconomic trends are so similar. Why has Norway for 40 years 
had investment ratios higher than the rest of Europe? Why are so many 
Portuguese still cmployed in agriculture? Why have Germany and Italy had 
such sustained success with industrial exports? These are not minor additional 
curiosities, but questions which might well reveal more of reality than this 
broad brush painting. It seems reasonable to have them asked and answered 
even in a survey course. That might mean a book twice as thick and twice as 
dear, but is there any other way? If we are to rely on the concept of textbooks to 
teach history courses, as we surely will need to if we are to teach a greater range 
of students in our universities, then they will have to be both comprehensive 
and questioning. This one, careful, moderate, clear and precise though it is, 
falls short on those two counts. It would not awake interest in the subject in 
most students, and for students of business history none at all. 


London School of Economics ALAN S. MILWARD 


CHRISTEL LANE, Management and Labour in Europe: The Industrial Enter- 
prise in Germany, Britain and France (Aldershot: Edward Elgar, 1989. Pp.x + 
328; tables and figures. £35). 


Dr Christel Lane provides a predominantly sociologically orientated study of 
business organisation in West German, British and French manufacturing 
industry. It is not an historical work. It is a comparative study covering recent 
years, mostly based on a range of German, British and French social science, 
management and government material dealing with the mid-1970s to mid- 
1980s. 

After a rather didactic and turgid start (in the case of both the introduction 
and a theoretical chapter), the book becomes worthwhile as Dr Lane deals 
successively with the organisational structures of business enterprises; the 
availability and quality of vocational education and training; managers and 
management style; management control; job design and work organisation; 
the impact of new technology; the systems of industrial relations; industrial 
democracy; and, finally, governments and their changing industrial and 
employment policies. Within these chapters she provides up-to-date surveys 
and assessments of many controversial areas, such as the importance of 
Taylorism and Piore and Sabel’s arguments as to the arrival of ‘flexible 
specialisation’ in work organisation. 

Overall this book is an excellent starting point for any study of many 
industrial issues concerning German, British and French industry. Dr Lane 
provides admirable, wide ranging, comparative surveys of recent literature, 
carefully making clear areas where there are conflicting views. There are very 
few specialists, let alone students, who will not benefit from Her guidance 
through the more sociological literature on the three countries, though more 
economic and more historical material is less in evidence. But Dr Lane is quite 
explicit on the lack of historical depth: ‘A detailed investigation of the 
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historical processes which have shaped the national patterns — a task of 
considerable complexity — has been beyond the scope of this study’ (p.92). This 
is a pity. Where she does offer historical perspectives on Britain’s industrial 
relations she often draws on a 1983 essay by Alan Fox, not his much under- 
valued major book, History and Heritage (1985). 

The book is also one of the better examples of a comparative approach to 
industrial relations. It is lucid and systematic in its approach. But for all her own 
warnings about the hazards of cross-national comparisons, there are a few 
occasions when it is hard not to be wary of her comparisons of this aspect of 
German, British or French industry as a whole with that of another country. 
Thus, for example, after commenting adversely on British boardrooms, ‘still 
populated by a significant proportion of members of a social elite ...’ Dr Lane 
writes of smaller British enterprises in which ‘the management style is often 
much closer to the German pattern’ (pp. 101-2). The sheer variety of patterns 
within a country make it very hazardous to generalise about many qualitative 
aspects of industrial relations. Indeed, many of the dangers were highlighted in 
the early states of the debate on the quality of British entrepreneurship between 
1870 and 1914. But, generally, Dr Lane does address these problems and offers 
com-parisons only as far as the existing literature permits. 

In most areas of industrial practice, Dr Lane finds in favour of West 
Germany. She suggests that the most important aspects there are the vocational 
education and training plus the non-adversarial system of industrial relations. 
These features of German business organisation she feels should be adapted 
for Britain. At several points she hints that she feels that the Thatcher 
government could take the necessary action as ‘it has not been afraid to 


confront organised interests and has generally adopted a more proactive 


book deserves to be warmly welcomed and widely used on higher education 
courses. 


University of Nottingham CHRIS WRIGLEY 


GEORGES SABAGH, The Modern Economic and Social History of the Middle 
East in Its World Context, (Cambridge: Cambridge University Press, 1989. 
Pp. 161 + frontspiece. £22.50). 


The title of this book is perhaps misleading for it suggests a comprehensive 
interpretation of the economic and social history of the Middle East in recent 
centuries, whereas in fact it is a collection of no more than seven essays. None 
of these are in any sense business history, but it should be said at once that they 
are without exception extremely valuable additions to the general historical 
literature on the region, so much so indeed that it seems invidious to pick out 
come of them for particular mention at the expense of others. In a collection of 
such a uniformly high standard any choice must reflect the personal interests of 
the reviewer rather than anything else. 

The occasion for publication was the award (in 1985) of the tenth Giorgi Levi 
Della Vida Medal for the study of Islamic Civilization to Charles Issawi, whose 
worth as an historian is underlined by his own contribution. Citing as his 
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favourite definition of an economist the man who when asked ‘How is your 
wife’, replies ‘Compared to what?’, he illuminates the reasons for the poor 
economic performance of the Middle East in the two centuries before the oil 
boom hy a most elegant and satisfying piece of comparative history. In what is 
an object lesson in how to undertake such a task, be compares and contrasts the 
of the area not only with that of Western Europe, but also that of 

Japan, Russia, the Balkans and Latin America. Of the other authors Bert 
Hansen takes as his starting point the argument of Issawi’s classic article 
on ‘Egypt since 1800: A Study in Lop-sided Development’, and with the 
assistance of some plausible excursions into the counterfactual concludes that, 
given the circumstances of the time, it is far from evident that Britain should 
have given accelerated industrialisation a high priority during the occupation 
period. Less forgiveable, however, was Britain’s failure to reform the currency 
or to promote popular education. ? 
C.V. Findley’s piece on ‘Knowledge and Education’ is partly devoted to the 
nineteenth and early twentieth centuries, although this reviewer found the 
second half of it dealing with recent developments more mteresting. And 
indeed, taking the collection as a whole, there is more in it for those whose 
interests in the Middle East lie in the last 30 years or so than in its history before 
1914 or 1939. Roger Owen’s essay on ‘Labour Migration’, Katouzian’s on 
‘Women and Social Change’, all contain much useful information and though- 
provoking remarks. Unfortunately lack of space prevents the giving of more 
than one example, but al-Sayyid Marsot’s discussion of the significance of the 
adoption of ‘Moslem dress’ by so many women im recent years should be 
required reading for anyone (of either sex) who wishes to be well informed 
about the modern world. In this context, as in so many others, things are not 
always quite what they seem. Finally mention should be made of Samir 
Khalaf’s thoughtful discussion of the role that traditional social institutions and 
traditional values can play in ‘modernisation’ programmes, and indeed must 
play if such programmes are to be successful. No doubt this is true everywhere, 
but in the Middle East the example of Iran, where the old institutions were 


largely ignored and the old values flagrantly disparaged, reminds us that the 
issuc has a particular importance. 


University of Bristol CHRISTOPHER CLAY 


ANNE LINCOLN FITZPATRICK, The Great Russian Fair: Nizhnii Novgorod, 
1840-90 (London: Macmillan in association with St Antony’s College Oxford, 
1990. Pp. xvii + 295; illus.; £47.50). 


Progress and development erode the need for fairs of the sort that littered 
England in pre-industrial times, but economic backwardness maintains the 
need for them. The economic model in play in this book is therefore the 
familiar one which looks at the state of economic backwardness in nineteenth- 
century Russia. Russian fairs linked remote regions one to the other in a society 
with minimal urbanization and perhaps four-fifths of its people in various states 
of peasant existence. In such a society, trade and commerce were periodic 
not permanent phenomena, and in mid nineteenth-century Russia Nizhnii 
Novgorod (Gor’kii) commanded a central position, both commercially and 
geographically, in the network of trade. Goods brought to its fair in 1840, 1850 


—_ 
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and 1862 were equivalent in value to 60 per cent and more of all Russian 
imports, and in 1862 the value of those goods equalled three quarters the value 
of the country’s exports. 

The economic development of Russia in the nineteenth century out of a 
position of relative backwardness was a slow process and while transportation 
Improvements might have been expected to erode the usefulness of the 
rural fair, to be replaced by more permanent markets, in Russia the slow, 
but nevertheless perceptible commercialisation of even the peasant sector 
invigorated rural trade and kept alive the fairs. But since they were periodic, 


great entrepdts linking the centre of the Empire to its outermost reaches. They 
become permanent market centres. Nizhnii Novgorod was the largest of them 
all in the nineteenth century. Therefore this biography of its fair is as vital to an 
understanding of commercial history and business history as the more familiar 
histories of businesses or histories of industries. Arguably it is more vital as it is 
more central to the functioning of the whole economy. 

The author has written her book for a wider audience than one interested in 


the measurement of trade — we also obtain an insight into the administration 
of trade and the social and cultural life and background of a great fair. But 

of an evolving institution during a period of attempted 
modernisation from about 1840 to 1890. That modernisation encompassed the 


a refreshingly different insight into that process and period of commercialisation. 
University of Hull MICHAEL TURNER 


CHRIS WARD, Russia’s Cotton Workers and the New Economic Policy: Shop- 
floor Culture and State Policy, 1921-1929 (Cambridge: Cambridge University 
Press, 1990. Pp. xviii + 304; illus.; maps; tables. £27.50). 


Cotton came close to bemg King in Russia during the 1920s. The New 
Economic Policy, introduced in 1921, rested upon the supply of consumer 
goods in sufficient quantities and at a price that peasants were willing to pay. 
For nearty a decade the cotton industry was close to the heart of debates about 


keep down costs of production is the chief subject of Chris Ward’s impressive 
monograph. 

Ward considers first the principal characteristics of the cotton industry and 
of its workforce. He is at pains to refute the simplistic distinction between 
peasant and proletarian. In an illuminating passage, he indicates that workers 
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corresponding to wage dependence and time dependence. The often intimate 
connections that cotton workers maintained with the family farm served as a 
key variable in explaining their behaviour and response to government or 
managerial intervention in work routines. Ward vividly reconstructs life on the 
shopfloor, emphasising the authority of the spinner, whose control over his 
work team (komplekt) increased after the Revolution. Meanwhile, traditional 
patterns of recruitment and training of the workforce remained broadly intact. 
New institutions of Party and union failed to make much headway. Other 
attachments — to church, to a plot of land and to a particular machine — 

conveyed meaning instead to the cotton worker. 

When the government sought to boost productivity by intensifymg the pace 
of work, the dense and resilient shopfioor culture proved a stumbling block. 
This theme is pursued in the second half of the book, which is devoted to a 
discussion of the two most serious crises of NEP: the famous ‘scissors crisis’ in 
1923 and the war scare in 1927. All-out attempts at the scientific organization of 
work were frustrated by the variety of equipment in use, by a plethora of wage 
scales and by well-established work routines. In place of rationalisation, the 
government promoted a policy of uplotnenie or speed-up. In 1925, faced with 
the imminent collapse of NEP as workers went on strike, the government 
yielded to working class opposition. In 1927, the introduction of three- 
shift work evoked fresh disquiet. But younger workers, especially, saw 
opportunities for advancement; they would support the new campaigns for 
shock work associated with the First Five-Year Plan. 

Chris Ward has produced a well documented, wide-ranging and well written 
monograph. He has made thorough use of contemporary trade newspapers 
and journals. He sets his material in the context of Soviet politics and of the 
prevailing technology. In conveying the fact that the Bolsheviks appropriated 
not only machinery from the old regime, but also a vibrant accompanying 
shopfloor culture, he has performed a valuable and original service. The gaps 
in the discussion concern mostly the world of labour beyond the factory: we 
learn little of family labour in the field and how this related to work on the 
shopfloor. But this is to ask for too much. Chris Ward’s book will take its place 
alongside those by Lewin, Danilov and Davies as one of the few genuinely 
indispensable studies of NEP. It will also be read with profit by those interested 
In comparative business organisation and in the history of work. 


University of Manchester PETER GATRELL 


STUART BRUCHEY, Enterprise: The Dynamic Economy of a Free People 
(Cambridge, MA, and London: Harvard University Press, 1990. Pp.xiv + 
645; Cloth $59.50, £39.50/ Paper $29.95, £19.95). 


This is one of the most thorough and useful text books on US economic history 
this reviewer has seen for a long time. Stuart Bruchey was until recently 
Professor of Economic History at Columbia and the book, which the publishers 
claim was 20 years in the writing, seems to summarise a career’s experience. 
It has a far wider and more humane coverage than most good recent US 
economic history texts which since the chometric revolution of the 1960s have 
usually been written by near economists such as Davies, Gallman, Fogel and 
Engerman. These have often had a thematic and analytical approach and used 
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the excellent long-run US time series available on demography, capital, 
income, and transport. Instead Bruchey follows the conventional chronology 
in successive chapters on European origins, the colonies, Independence, the 
Industrial Revolution, agriculture, money and banking to 1860, the Civil War, 
the West, late-nineteenth-century industrialisation, labour, foreign affairs, 
the 1920s and 1930s, World War Two, the post-war period, and contemporary 
problems. This matches standard US political history, but at the cost of some 

The title of the book is not just American hyperbole but in fact suggests one 
main theme. The need — as in any text book — to cover so many subjects prevents 
this theme dominating, but Bruchey continually emphasises that explanations 
of American growth must include legal, political and social factors as well as 
economic analysis and quantification. In this sense the book is counter- 
revolutionary, but Bruchey has absorbed the conclusions of the new Economic 
History on most particular topics, such as slavery or railroads, and woven them 
into his text. He traces back the origins of an American enterprise culture to the 
development of new commercial and agricultural organisation (merchants and 
commercial farming), and techniques (double entry, bills of exchange), in late 
medieval Europe. This was transferred to the colonies and enlarged in the 
eighteenth and nineteenth centuries. The Constitution itself attempted to 
create a continental common market. In the nineteenth century, (the Supreme 
Court frequently intervened to enlarge enterprise — before 1860, destroying 

and vested interests, after 1865, enacting what liberal critics have 
called ‘judicial laissez-faire.’ Bruchey suggests that this was more than self- 
interested conservatism, but a rational attempt to cut down state obstructions 
to national enterprise. 

This book goes a long way to answer the student’s prayer for a whole course 
between two covers. The test assumes much basic knowledge but sets out 
detailed analyses of many important issues. In fact many of this reader’s 
favourite exam questions are well answered. For example ‘Compare domestic 
and foreign sources of colonial growth?; ‘Did America have an Industrial 
Revolution?’; Was the South a viable economy in 18607’; ‘Explain the growth 
of the large firm in the late nineteenth century’; ‘Why did the New Deal fail to 
end unemployment?’; ‘How successful were President Reagan’s economic 
policies?’. There is ample discussion of these and many other central questions 
in US economic history, well backed by extensive references. It is particularty 
useful for British students who lack the background knowledge of US institu- 
tions and politics which many cliometric texts assume, and who need some- 
thing tougher than the standard introductory US history texts. The cost of this 
is not in the price — which like many US texts is reasonable for the size of book, 
but in its length and density. It is well written, but very concentrated. I suspect 
it may be too tough for many undergraduate survey courses in the UK, 
which throws into question the publisher’s economics, but I shall certainly 
recommend it for my students. 


University of Leeds J.R. KILLICK 
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STEPHEN MARGLIN and JULIET SCHOR (eds.), The Golden Age of Capitalism: 
Reinterpreting the Postwar Experience (Oxford: Clarendon Press, 1990. 
Pp. xvi + 324. 27.50). 


This book emanates from the research programme of the World Institute for 
Development Economics Research in Helsinki and seeks both to provide an 
overview of the conditions which underpinned the prosperity of the post-war 
boom and an analysis of the reasons for the ending of this golden age in the 
1970s. The authors represent radical rather than neoclassical economics and 
draw heavily on Marxian and Keynesian approaches while seeking to integrate 
theory and history. 

The closely linked first two chapters, by Marglin and by Glyn, Hughes, 
Lipietz and Singh respectively, offer the main contributions and set out the 
main messages of the book. The main conclusion are that the golden age 
pattern of development was undermined by its own internal tensions rather 
than exogenous shocks in the form of oil price rises and that the foreseeable 
prospect for the OECD countries is for slow growth unlees the ‘fledgling 
economic regime of the 1980s’ (p.118) is abandoned. The analysis stresses the 
developing profit squeeze of the late 1960s and 1970s as the Achilles Heel of 
post-war capitalism as prolonged full employment eroded memories of the 
1930s and restraints on the growth of wages relative to productivity and 
suggests that a fundamental (but unobtainable?) requirement of a sustained 
return to golden age performance m the OECD is to find a ‘satisfactory 
quid pro quo’ (p.38) such that workers acquiesce in wage restraint even m 

us times. 

The remaining chapters are much slighter contributions which expand on 
details of the central themes, two of which, by Marglin and Bhaduri and by 
Bowles and Boyer, are entirely exercises in elementary theory with no attempt 
at historical verification and another two of which, by Rowthorn and Glyn and 
by Epstein and Schor offer rather superficial empirical work of a standard 
distinctly below that which is expected in serious economics journals. The last, 
regretably short chapter, by Aoki, considers how widely applicable are 
Japanese solutions to Western problems of industrial relations and job control. 

From the vantage point of 1990 I found this volume rather dated. The discus- 
sion seems to end with the events of around ten years ago and to ignore the 
renaissance of profits in the 1980s. The overall view of deteriorating labour 
market conditions from the 1960s on would be quite widely shared but has been 
much more successfully documented elsewhere in recent work. The analysis of 
growth is deeply unconvincing and is largely innocent of the wide array of modern 
research on productivity change, convergence and catch-up. The notion of history 
entertained here is to look at descriptive macrostatistics for 30 years rather than to 
seek to discover how institutions operate from an archival standpoint or seriously 
to bring cliometric analysis to bear. Even where undergraduate reading lists are 
concerned, Boltho (ed.), The European Economy: Growth and Crisis (1982) 
covered much of the same ground more accessibly yet with greater detail. This 
book is not an adequate replacement for Boltho, although it could easily be of the 
same vintage. 

I suspect that readers of Business History are unlikely to find much of value 
here and that the rather limited audience for this volume is likely mainly to 
comprise economists of the type who support the Journal of Post-Keynesian 
Economics. 

University of Warwick N.F.R. CRAFTS 
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DON H. DOYLE, New Men, New Cities, New South: Atlanta, Nashville, 
Charleston, Mobile, 1860-1910 (Chapel Hill, NC, and London: The Uni- 
versity of North Carolina Press, 1990. pp.xix + 369; tables, figures, illus.; 
$39.95). 


Studies of the urbanisation of the post-bellum South have proliferated in the 
wake of C. Vann Woodward’s classic Origins of the Néw South (1951) and the 
general tidal wave of theses and monographs on every aspect of American 
history. Professor Doyle of Vanderbilt University has produced one of the 
most attractive, wide-ranging, and felicious contributions to this genre in New 
Men, New Cities, New South, a detailed yet highly digestable study of four main 
urban centres im the South — Atlanta, Nashville, Charleston and Mobile — in the 
half-century after the outbreak of the Civil War. 

The post-bellum urban South was, clearly and obviously, a highly deviant 
aspect of America’s incredible urban growth in the period of rapid indus- 
trialisation after 1860. Although fully two-thirds of the population of 
America’s North-east lived in cities of 2,500 or more by 1900, together with 
over 40 per cent of the population of the Midwest and West, the equivalent 
figure for the South was only 10 per cent; not until 1960 did more than one-half 
of the South live in urban areas. The cities of the South were, additionally, far 
smaller than the growing behemoths of the North and Midwest. In 1880 only 
one city in the entire South had a population greater than 64,000 (New Orleans, 
with 216,000); even in 1910, nearly half a century after the Civil War, only six 
cities in the south exceeded 100,000, and only New Orleans (with 339,000) had 
more than 155,000. By 1910, in contrast, New York had over four million 
people, while Chicago and Philadelphia both topped the million mark. The 
entrepreneurial ‘new men’ of the citis of the South, Doyle makes clear, had 
much in common in outlook, ideology and official and unofficial economic 
links with their thrusting and dynamic Yankee counterparts, although they 
were, for the most part, native-born Southerners. Yet they were continuously 
faced, again as Doyle makes absolutely clear, with a series of virtually 
insurmountable obstacles in putting their stamp on the South that was 
emerging from the ruins of the Civil War. These included the legacy of the War 
itself, with the Myth of Dixie and the white South’s abiding hatred for the 
North, and an often pervasive ambiance of lethargy — the opposite of the 
Protestant North — the product of the South’s ‘gentlemanly’ mores, traditions 
perhaps borrowed from the Caribbean and Latin America, and the heat itself, a 
central factor which historians should not ignore (it is sometimes claimed, with 
a good deal of truth, that the central invention in the post-1960 economic 
growth of the South has been the air conditioner). 

Bad as these factors were, they were less significant than two factors more 
important and more invidious still, the passing of political control and power 
throughout the South after about 1880 into the hands of rural rednecks, 
permanently entrenched by gerrymandered legislature and virtual one-party 
control throughout the South until the 1950s. Combining racist, reactionary 
populism with hatred of the North in equal measure, they held sway until the 
profound changes of the post-1960 period. Above everything else of course, 
was the Negro question and the impact this seemingly insoluble dilemma and 
the increasing legal and social necessity for ‘Jim Crow’ placed on every facet of 
Southern life, again until the Federal government effectively forced a reso- 
lution of the question in the 1960s. 
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Nevertheless, these obstacles failed to prevent the growth of a continuing 
urban business élite in the South, although it forced upon it an ethos 
and influence quite different from that of the North. Professor Doyle has 

and often brilliantly taken us through this complex story m 
four major Southern cities, oe S tiny eeu Gar nina GE 
temporary quotes and representative examples with an excellent selection of 
charts, mape, A ami illustrations The very great differences between the four 
cities studied here are clearly outlined, including, most interestingly, the 
median position in the social hierarchy occupied by the mixed race and 
formerly free blacks of Charleston. One takes from this book the paradoxical 
picture of how different and, at the same time, how similar the South was from 
the rest of America at this time. Sectional differences were, almost certainly, 
the fundamental conceptual underpinning to America’s entire historical 
development until recent decades, far more important than class or ethnicity, 
and New Men, New Cities, New South has struck an outstanding balance of 
suggesting both its force and its tragedy. 


Deakin University W.D. RUBINSTEIN 


ROSS THOMSON, The Path to Mechanized Shoe Production in the United States 
(Chapel Hill, NC: University of North Carolina Press, 1990. Pp.xii + 296. 


$43.95). 


This book provides a painstakingly detailed account of technological change m 
the American footwear industry during the nineteenth century. It is the first 
major study of this sector to appear since Blanche Hazard’s, Organization of 
the Boot and Shoe Industry in Massachusetts before 1875, published as long ago 
as 1921. 58 el ce hale 555 n E: n 
it is Hkely to prove of greater value to economic and business historians 
interested in broader themes relating to market growth, mechanization and 
labour organisation, if they are prepared to persist with its densely argued 
analysis of the mventive process. 

The broad themes are set out clearly. The American footwear trade, which 
was heavily concentrated around the town of Lynn, in eastern Massachusetts, 
experienced rapid growth throughout the nineteenth century. As disposable 
incomes rose and a national market evolved, total US boot and shoe pro- 
duction multiplied approximately sixfold between 1810 and 1850. This pace 
was maintained between 1859 and 1899, in which period Thomson estimates 
that output grew from around 39 million to 217 million pairs. On the demand 
side (an export trade to the West Indies apart), this implies that the average 
American purchased a pair of shoes every other year around 1810, one pair 
each year on the eve of the Civil War, and three pairs annually by the end of the 
century. 
On the supply side, this rapid expansion was met by a series of organisational 
changes, coupled with the introduction of shoe-making machinery. Drawing 
largely on the experience of Lynn, Thomson shows that between 1810 and 
1850, there was increasing division of labour in the industry, with a putting-out 
system almost completely superseding production in individual shops. This 
change was accomplished within the context of existing technology, although 
there were a few cost-reducing innovations, such as the introduction of 
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‘pegged’ shoes around 1810 (offering an alternative to stitched soles) and 
standardised ‘lasts’ (foot moulds) around 1835. After 1850, the production 
process was rapidly transformed by a series of labour-saving devices, such as 
the McKay sole-sewing machine, which m turn propelled the industry towards 
an integrated factory system. Thereafter, a continuing dynamic of techno- 
t was reflected in an upward trend in crude labour pro- 
, Which for the USA as a whole, rose from 250 pairs per workers in 
1862-66, to 731 in 1877-81, and 1,314 in 1897-1901. 

Thomson’s study is built around what he sees as the major problem arising 
from the transition from the craft system to the mechanised production of 
modern capitalism. How did the dynamic of continuous technological change, 
upon which the latter depends, arise from the former regime of discontinuous 
innovation? Using the ideas of Marx and Mantoux as a vehicle for his analysis, 
Thomson argues for a process of what he terms ‘learning by selling’ (in contrast 
to Paul David’s ‘learning by doing’ and Nathan Rosenberg’s ‘learning by 
using’). In a massively detailed analysis of patent statistics for shoe machinery, 
he suggests that the seeds of the discontinuity were contained in the previous 
system of manufacturing. Users and sellers of shoe technology employed in the 
putting-out system, identified problems and mvented solutions. This 
contmued through the transition to the factory system which, in accordance 
with Alfred Chandler’s thesis, was triggered by the growth of a national market 
around mid-century. The social context of technological change is central to 
this theme, to the extent that barriers to inventive interaction had to be 
overcome. Learning by selling was the key in the sense that ‘sales were 
attended by interactions around marketing, use, servicing, and production, 
and each helped overcome technological isolation’ (p.80). This is a persuasive 
thesis, and seems adequately supported by the evidence presented. 

In a book with such a specific theme, gra al ear es Saban 78h 
necessarily left largely unexplored. For example, the managerial and 
ior nip licatinad of mahine producion dae factory setting are only bred) 
mentioned. Nor is the impact of tariffs discussed. A more serious deficiency is a 
total lack of discussion of the effect of fashion changes on patterns of demand, 
and consequent pressures on production techniques. Nevertheless, this is 
undoubtedly an important study and yields some valuable insights into the 
social context of technological change in a key nimeteenth-century American 


industry. 
University of St Andrews CHRISTOPHER SCHMITZ 


PETER J. LING, America and the Automobile: Technology, Reform and Social 
pay 1893-1923 (Manchester: Manchester University Press, 1990. Pp. 202. 
50). 


This monograph is an interdisciplinary study of the automobile based on Peter 
Ling’s doctoral dissertation. Ling’s major contention is that between 1893 and 
1923 in the United States, the motor car was the latest in a series of transport 
innovations designed to expedite the flow of goods and services and thus to 
accelerate the circulation of capital and its eventual accumulation. 

Ling adopts a thematic approach in his examination of his major contention. 
He first considers the Progressive belief that the motor car would facilitate the 
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integration of rural America with the urban economy and society and at the 
same time would strengthen the rural communities. Ling suggests that while 
this did happen for middle-class rural Americans, this was not the case for 
many lower-class rural Americans. The motor car led to the decline of marginal 
rural social and economic institutions and greater isolation. 

Ling then looks at the politics of highway engineering. He suggests that the 
Progressives put great stress on the need for highway programmes to be 
supervised by professional engineers. The middle classes did not trust the 
‘corrupt’ popularly elected politicians. Although the majority of Americans 
were not motorists in this period, the Progressives felt that it was unthinkable 
to restrain motoring on grounds of social costs. Instead they called for 
traditional social practices, such as local road administration to be abolished to 
allow for the upgrading of existing roads and the construction of new ones. 
Ling also analyses, making use of urban sociology, how the Progressives 
used the rise of the motor car to promote the development of the suburbs. The 
development of the suburbs had previously been promoted by mass transit 
companies. However, for the middle classes mass transit was distasteful 
because overcrowing led to mixing with the lower classes, in particular Afro- 
Americans. The motor car provided a way of insulating them from society at 


Finally Ling considers the contradiction between the Progressive belief in 
greater freedom for consumers and the motor car manufacturing culture which 
was developed in this period. The manufacturers advertised the motor car as a 
means of escape from the world of work. However, in the workplace itself they 
sought to standardise the production of motor cars through the rationalisation 
of tasks. This resulted in the de-skilling of much of the labour force and the 
replacement of militant native American skilled workers by more accommo- 
dating unskilled immigrant workers. The Ford Motor Co. was at the forefront 
of this trend, hence the term ‘Fordism’. Ling argues Fordism reduced the 
worker’s control or discretion on the shop floor, increased the pace of work and 
gave greater power to oppressive foremen. Ling concludes his study by arguing 
that the motor car did not result in the uplifting of the American nation that 
Progressive social engineers had hoped for. 

This study is based on Michigan-based primary sources. Ling has used 
municipal and county archive material, material held at the Ford Archives and 
various papers held at public libraries and universities. He has also looked at 
the contemporary publications in his study. The fact that all of the primary 
archive sources are Michigan-based is reflected in this study. Although Ling 
seeks to look at the impact of the motor car in a national context he does not 
entirely succeed. A look at some of the relevant archive material held in the 
National Archives would have enhanced its national perspective. 

This study requires some knowledge of the historiography of Progressive 
America. Ling has developed a sophisticated socialist critique of American 
capitalism which is unusual in American business history. This monograph 
contains many valuable insights into the early history of the American motor 
car industry. It enables the business historian to place the motor car, the 
highway engineer and car manufacturer in the wider American socio-political 
context. 

Wolverhampton Potytechnic RICHARD A. HAWKINS 
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WILLIAM N. BAUMOL, SUE ANNE BLACKMAN BATEMAN and EDWARD N. 
WOLFF, Productivity and American Leadership: The Long View (London: MIT 
Press, 1989. Pp.x + 395. £26.95). 


The focus of this monograph is squarely on Americans' recent angst concern- 
ing the catching up and overtaking of their productivity levels by competitor 
countries, notably, of course, the Japanese. Investigation of long-run trends in 
economic growth and of data corrected for distortions arising from price index 
number problems leads the authors to a rather more optimistic assessment of 
where the United States stood in the 1980s than has been general in con- 
temporary American discussion. 

Two fundamental points stand out in the book, both of which will be familiar 
to those acquainted with Baumol’s earlier writings. The first is that relative 
productivity performance in the advanced countries is best understood in 
terms of a convergence hypothesis with the leader unable to grow as fast as 
follower countries, an idea originally developed by economic historians such as 
Abramovitz and Gerschenkron. The convergence process is confined to 
countries with good standards of secondary education and is characterised by a 
high degree of technology transfer. Normalising for different possibilities of 
catch-up, the authors argue that throughout the twentieth century the United 
States has been and continues to be a country with relatively good productivity 


The second fundamental point is that slow productivity growth in an 
important subset of the service sector raises the relative price of these outputs 
and their share of overall employment as countries become richer. This it is 
suggested is the main reason for the de-industrialisation of the United States 
rather than any general failure of its manufacturing sector. 

Although these insights are taken to be reassuring to Americans, the authors 
argue that a positive policy initiative to promote faster productivity growth will 
be required to ensure that the United States retains its economic leadership 
into the twenty-first century. Among the measures they advocate are reform of 
capital gains taxation, a government agency to promote effective transfer of 
foreign technology to the United States, improved high school education for 
ethnic minorities, reduced military spending and, most originally, corporate 
tax rebates for the achievement of rapid productivity advance. 

The central messages of the book are perfectly sensible and will no doubt be a 
useful antidote to more hysterical reactions to the Japanese challenge. More- 
over, the arguments are presented in a user-friendly fashion aimed at the non- 
cognoscenti with technical treatment reserved for several lengthy appendices. 
Despite these considerable merits, however, I found myself rather dis- 
appointed by the quality of the analysis and I think the average reader of this 
journal might well feel similarly. 

The standpoint of the book is certainly to take a long-run approach to 
productivity. The basis of this view is, however, based entirely on statistical 
analysis bolstered by a superficial reading of a small number of rather basic 
historical texts. This does not invalidate the convergence hypothesis but it does 
both seriously limit the insights derived from it and allows no depth of 
understanding of what forces promote successful productivity performance. A 
truly historical study would have offered a much richer story. 

These weaknesses are apparent, for example, in the authors’ inability to 
offer more than perfunctory reasons for earlier leaders such as Britain losing 
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their position and their extraordinarily nalve account of the role of culture in 
economic growth. As a result, persuasive prognosis of the likelihood of the 
United States’ chances of retaining leadership is not forthcoming and the 
policy recommendations bear only a rather tenuous relationship to the review 
of the past productivity record. 

Overall, this is a useful reference book on basic concepts and past patterns of 
productivity with useful insights for business historians but it offers 
little in the way of serious understanding of American economic growth. 


University of Warwick 
N.F.R. CRAFTS 


PETER TEMIN, Lessons from the Great Depression (Cambridge, MA: MIT 
Press, 1989). Pp.xv, 1-193. £15.25). 


Why is is that so many economists with an interest in the past become obsessed 
by the Gold Standard? I can only suggest that the apparent mechanistic nature 
of that monetary system appeals to minds that are happier with models that 
reduce the complexities of historical reality to a small number of simple 
variables, rather than attempt to comprehend all the forces at work, many of 
which are neither deterministic nor linear in nature, and thus defy inclusion in 
soluable mathematical equations. Certainly, it is this interest in the operation 
of the inter-war Gold Standard that dominates Peter Temin’s re-assesament of 
the causes and consequences of the Great Depression of 1929-32, and the 
parallels that it offers for the world economy of today. 

The book itself comprises the text of Temin’s Lionel Robbins Lectures, plus 
the scholarly apparatus explaining the underlying models and regressions 
upon which his views are based, along with explanatory notes and a biblio- 
graphy. It also contains a foreward by Richard Layard lauding the book, 
so reducing the need by later reviewers to be quite so complementary. 
Undoubtedly the book makes a valuable contribution to a topic that should 
interest all alive today — why the world economy collapsed and with what 
results — but I will suggest it is flawed in one major respect. However, before 
coming to that, what is Temin’s analysis of the origins, spread and ending of the 
Great Depression, and what lessons does he feel that has for the present-day? 

In the first chapter, ‘The Spoils of War’, Temin searches for the causes of the 
Great Depression, testing, where possible, his analysis by means of mathe- 
matical models. He accepts that the problems stem from the disruption caused 
by the First World War. However, unlike other authors Temin does not see the 
war as Causing fundamental structural problems that are never resolved in the 
1920s. Instead he blames post-war policy-makers for failing to devise an 
international economic system that could cope with the changes that world 
conflict had created. Behind this failure lay their commitment to the Gold 
Standard. Basically, blind adherence to the Gold Standard led policy makers in 
Europe and the United States to adopt a tight monetary stance, and this de- 
stabilised an international economy that was no more structurally unsound 
then it had been before the war. Temin contends that if governments had not 
tried to preserve the Gold Standard the Great Depression itself could have 
been avoided. While many might agree that policy-makers must bare a large 
share of responsibility for the Great Depression, it is not at all certain what the 
alternatives available to them were. It is much easier to plan with hindsight. 
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. In the second chapter, “The Midas Touch’, Temin addresses the question of the 
spread of the Great Depression, stressing the need for an international 

to an event that affected so many economies in the world. In itself this is 
admirable but it is not always delivered. For example, he suggests (p. 47) that ‘A 
tariff, like a devaluation, is an expansionary policy’ but though that may be true 
for an individual economy it is difficult to accept for the world as a whole. Too 
much of his analysis focuses on the domestic economies of individual countries, 
especially the United States, Britain and Geramny, and not enough is made of the 
international environment within which they operated. Above all it was the 
interaction between economies that spread the Depression as much, if not more 
than, the initial collapse itself, and this dynamic eleme at is not well captured in 
Temin’s analysis. His glance at crises in 1893, 1907 and 1987, for example, fails to 
capture the different international environments within which each took place, 
which make simple chronological comparisons inappropriate. A long-view inter- 
national approach to the Great Depression is not simply a willingness to examine 
events in more than one country at different times, for it must also trace the 
chronology and significance of interaction both for economic trends and policy 
decisions 


The final chapter, ‘Socialism in many countries’, examines the long-term 
consequences of the collapse. Essentially Temin believes that the Great Depres- 
sion shattered confidence in the operation of unfettered markets, and so paved 
the way for much more planning and control by the state — defined by Temin as 
Socialism. This was compounded by the Second World War and so ‘Socialism’ 
became an important governing principle of post-war policy-makers throughout 
the world. It was only in the 1980s that there was any general reversal in that 
position, especially in Britain and the United States. (The events of 1989 in 
Eastern Europe could be seen as further evidence of this change in post-war 
economic policy). However, Temin suggests that any crisis in domestic or inter- 
national economic affairs could easily swing policy-makers back to favouring 
‘socialist’ policies again. One can only agree with Temin that the Great Depres- 
sion made a long-lasting impact not only on the composition and orientation of 
economies but also upon the minds of policy-makers, and it will be a long time 
before the consequences are finally subsumed by other events. The past does have 
bearing on the decisions we take today, and not just the immediate past. 

However, while this book has merits and it will be widely read by economists, it 
does contain a serious flaw. Temin contends — and I feel wrongly — that the inter- 
war Gold Standard was, for all practical purposes, identical with that which 
operated before the war, making no allowance for the fact that gold circulated 
freely within economies before 1914, and not afterwards, with important implica- 
tions for the degree of central control that could be exerted. There is also no 
evidence that Temin is familiar with the practical workings of the pre-war Gold 
Standard, rather than its theoretical operation. (For example, there is no mention 
of Bordo and Schwartz in the bibliography.) He thus shows no appreciation of 
why the sudden reversal in the USA/western European relationship by the war, 
with the world’s largest debtor becoming its creditor, could be so disruptive to the 
international monetary system. It took Marshall Aid after 1945 to cover the dollar 
shortage, and allow the Bretton Woods System to operate. There was no recogni- 
tion after 1918 that such temporary relief was required, let alone what alternative 
existed to the pre-1914 monetary system. Consequently, I wonder if it is legiti- 
mate to blame policy-makers for taking the wrong decisions, as Temin does, when 
it is difficult to envisage them following any other course of action, considering the 
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changed circumstances within which they operated and the general lack of 
appreciation of what they could do for the best. One could certainly blame the 
post-1945 policy-makers if they had simply repeated the mistakes of the inter-war 
years. However, they did not, for their mistakes were different ones! 


University of Durham R.C. MICHIE 


PETER BASKERVILLE (ed.), Canadian Papers in Business History, Votume I 
(Victoria, BC: Public History Group, 1989. Pp.269. No price given). 


This book is a collection of 11 disparate essays that were initially presented 
at the Second Canadian Business History Conference in 1989. Inevitably 
suffering from the absence of a theme, this volume is also hindered by the 
disparate methodological approaches which range from an almost mindless 
empiricism to an orthodox Marxism with every shade in between. This is 
unfortunate as a couple of the essays provide some new insights and more than 
a few contain previously unpublished empirical information of interest to 
Canadian economic historians generally although most of the easays will be of 
limited interest to other scholars. One possible exception is Graham Taylor’s 
essay concerning Canadian Vickers. This is a wide-ranging case study of one of 
British Vickers’ more disappointing subsidiaries. He traces the firm’s activities 
from its establishment in 1911 to its sale in 1927 to Canadian interests and then 
Its repurchase by Vickers in 1956. This is a study of a defence contractor — a 

more dependent on the winds of politics and war and its ability to 
obtain lucrative state contracts than on the marketplace. Using the Vickers 
Papers at Cambridge University as well as Canadian sources, Taylor has pieced 
together a fascinating story of managerial failure and the inability of a company 
to come to terms with a government intent on disarming after the Great 
War. 

In an essay comparing the failure of the Maritime textile industry with the 
success of the textile industry in the southern United States, Phillip Wood 
addresses the broader issue of industrial decline common to all nations. Some 
of the conventional explanations include entrepreneurial failure, the distance 
from external markets, the madequacy of local markets, or the shortage of 
1. According to Wood's Marrian framework, however, the 

textile industry in Eastern Canada declined because of the absence of a large, 
skilled and relatively cheap labour force. The American South became the 
dominant textile-producing region m the United States precisely because of 
the presence of such a labour force. Eric Sager uses a more traditional 
empirical approach in analysing the decline of the shipbuilding industry in 
Atlantic Canada. He concludes that the shipowners were shippers first and 
shipowners second. When opportunities presented themselves through inland 
transportation, they simply changed the manner in which they shipped goods: 
railways replaced sailing ships and prevented new, large investments in 


The remaining essays tackle a broad range of subjects. In ‘Gender and 
Organization in the Canadian Cloth Industry, 1870’, J. Grant and K. Inwood 
examine the persistence of non-factory textile production m Canada. Employ- 
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ing a neoclassical framework, this form of production is seen as a rational 
economic response by farm families in the older settied areas of eastern 
Canada which suffered from declining productivity. Women played a pre- 
dominant role in this home industry. The evidence adduced by Grant and 
Inwood indicates the significance of non-factory industrial production in 
Canada before the 1870s and the skewed impression left by economic 
historians relying solely on factory data. Dougias McCalla’s essay on the 
insurance industry is well-researched and throws much light on the issue of 
indigenous capital formation and answers some very important questions 
about capital accumulation in colonial Canada. A second paper on financial 
intermediaries by Ronald Rudin is concerned with the evolution of the caisses 
populaires of Quebec: largely French-Canadian institutions that in aggregate 
were the most significant alternative to the great chartered banks in the 
province of Quebec. The essay by Ian Radforth tackles the subject of the 
transition from single-unit industrial enterprises to multi-unit, professionally 
managed enterprises when traditional firms were experimenting with branch 
plants. Brian Young’s essay creatively uses sources in legal history to reveal the 
role of women in trade during the colonial era in Quebec. Richard Rajala takes 
on the subject of managerial changes in the coastal logging industry. Through 
the focus of labour history, he examines the reasons for the emergence of 
the logging engineer and the impact this had on industrial organisation. 
Finally, in an innovative paper, Jan MacPherson and John Thompson examine 
the implementation of business methods including accounting and other 
managerial methods to prairie farming in Canada. This presents a tremendous 
challenge to the business historian because farming encompasses a broad 
continuum, from ‘communities of peasants who can be interpreted in terms of 
A.V. Chayanov’s Theory of the Peasant Economy’, to large capital intensive 
farms best described ‘in the language of Alfred Chandler’ (p.247). 


Johns Hopkins University GREG MARCHILDON 


N.C. QUIGLEY, Private Superannuation in the Banking Industry: A Centennial 
History of the Bank of New Zealand Officers’ Provident Association (Welling- 
ton: Bank of New Zealand Officers’ Provident Association, 1988. Pp.xi + 362. 
No price given). 


Considering that private pension funds are looked on as deferred remunera- 
tion, and were once regarded as a means of guaranteeing the good conduct of 
employees, it is surprising that they have remained relatively neglected. As far 
as the pension fund of the Bank of New Zealand is concerned, the neglect has 
been amply remedied in this history which will be of interest to students of 
business and banking history, as well as to those few who trace the evolution of 
actuarial practices. As the subtitle states it celebrates the first hundred years, 
and a little more, of the pension fund of the employees of the Bank, and is based 
on the records of the Association and those of the Bank itself. 

Before the chronological account of the history of the superannuation fund 
begins there is a very useful chapter on labour contracts and the basic principles 
of the valuation and management of pension funds. As a result later discussions 
of actuarial valuations and problems are much easier to appreciate. The history 
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of the Provident Association is divided into five periods with cach chapter 
giving an outline of the national economy, the management of the fund, 
investment practices and the major policy issues of the time. The Association 
was formed in 1866 and the problems of establishment and consolidation are 
then followed by an account of an era of prosperity, from 1901 to 1930. The 
thirties bring depression followed by the first taste of prolonged inflation in 
the post-war years, with increasing awareness of the erosion of the real value 
of pensions. The 1960s and 1970s see a restructuring of the fund and 
accelerated inflation, difficulties compounded by the imposition of a public 
sector securities requirement for the fund’s investment portfolio. The final 
chapter looks at the era of de-regulation and more recent proposals for tax 
neutrality by the removal of tax inceatives for superannuation contributions 
and fund earnings. 

A major strand in all the chapters is the evolution of investment policy. At 
the outset mortgages dominated the portfolio, although for a few years in the 
1880s the trustees flirted with equities, only to find that the share market in 
New Zealand was too narrow and volatile to ensure the safety of such 
investments. The new century brought a search for higher returns and reduced 
risks, and the emphasis accordingly switched from mortages to debentures, 
which made up three quarters of the portfolio in 1930. The era of low interest 
rates in the 1930s led the trustees to move away from long term debentures 
towards short term mortgages with their greater flexibility of rates. The 
gradual shift towards equities did not take place until the late 1950s, by which 
time the problem of creeping inflation forced the trustees to look for an 
investment that would ensure a rate of return sufficient to provide a realistic 
increase in the nominal level of benefit paid. However, the full benefits of the 
policy were not seen for some years since some of the senior executives were 
cautious about large scale investment in equities — they could remember the 
experiences of the early 1930s. As these misgivings receded, land and buildings 
joined equities as an important inflation hedge and eventually came to outrank 
them in the overall portfolio. The trustees’ freedom of manoeuvre was greatly 
compromised in 1970 with the announcement of a public sector securities 
requirement, an constraint removed in the mid-1980s. 

There is a great deal of other interesting material as well, varying from the 
gradual acceptance of the need for pensions for women employees to the 
difficulties of getting expert actuarial advice. All the major changes discussed 
are well supported by a wealth of tables and charts. Undoubtedly, this is an 
excellent and invaluable contribution to the literature on a relatively neglected 
corner of the financial arena and it deserves a wide readership. 


University of Liverpool W.A. THOMAS 


TOMOHEI CHIDA and PETER N. DAVIES, The Japanese Shipping and Ship- 
building Industries. A History of Their Modern Growth, (London and Atlantic 
Highlands, NJ: The Athlone Press, 1990. Pp.x + 240; tables and charts. £32). 


There is much in this concise study of the inter-related industries of ship- 
building and ship-operating to interest the business historian. The Japanese, as 
a seafaring nation — following the Restoration of 1868 — set much store on 
becoming efficient in industries relating to the sea. Using the British as 
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exemplars they had successfully, despite discouragement and setbacks, trans- 
ferred much shipbuilding technology to Japan. 

The oil shock of 1973 proved to be the second time in its modern history that 
Japanese shipping and shipbuilding industries were subjected to unanticipated 
dislocation from outside. The first large-scale intervention had come between 
1945, with the ending the war in the Pacific and 1952, when the Peace Treaty 
with the AlHed Powers was signed. In a curious but important way the 
precedent of having to negotiate (as a defeated Power) with less than friendly 
foreigners in the late 1940s proved of benefit to the Japanese after 1973 when, 
in a contracting world market for new ships and for freight shipping services, 
major re-adjustment was required. 


took quick decisions, scrapping tankers surplus to immediate requirements, 
cancelling orders for vessels already ordered and even changing ‘their order for 
tankers to other vessels without penalty’ (p.176). This bold policy of cutting 
their losses proved much less damaging than the more passive stance of ‘wait 
and see’. Companies, in Japan and elsewhere, which had faced the future 
boldly fared better than those which chose to ride out the storm in the vain hope 
of an ultimate return to ‘ 

Professor Chida and Dr Davies have added to the usefulness of their book by 
providing a range of tables which give backing to their text. The charts, 
showing the formation and make-up of the six largest Japanese ship-operating 
groups will prove important to many readers. 


University of Glasgow OLIVE CHECKLAND 


WILLIAM MILES FLETCHER III, The Japanese Business Community and 
National Trade Policy, 1920-1942 (Chapel Hill: University of North Carolina 
Press, 1989. Pp.xi + 226. $38.75). 


This work provides a useful, chronological account of the Japanese business 
community, the zake, its role in formulating national trade policy, and its 
relationship with government and bureaucracy. The zakei is defined as those 
important industrialists, trade associations, chambers of commerce and ‘peak’ 
groups of industrialists, bankers or importers whose opinions carried authority 
with the public and influence with the government. The main concerns of the 
study are businessmen’s positions on the gold standard, export and tariff 
policies, rationalisation, and militarism and imperialist expansion. 

Though the business community could never dominate government decision 
making, especially in situations where its interests conflicted with those of the 
military, the author sees it as playing a greater role in the development of 
business strategies and policies than does Chalmers Johnson, whose MITI and 
the Japanese Miracle (Stanford: 1982) sees the primary impulses and initiatives 
to have been governmental. Business was far from passive and during the 
interwar period Japan clearly emerged as a world leader in the tendency 
towards corporatism in the industrial and financial sectors. The author 
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recognises the high degree of opportunism and expediency that resulted from 
such a development. Japanese businessmen sought managed trade rather than 
the freer trade that laced their rhetoric. If it seems odd that the majority of them 
advocated a return to gold, it is to be remembered that at the same time they 
demanded as preconditions changes that would insulate them from the down- 
side of return. At the same time as they bitterly lamented the rise of protection 
and prohibitions in their export markets with all the injured innocence of 
Cobdenite free traders, they methodically and comprehensively organised 
their export industries into cartels under the banner of ‘rationalisation’, and 
pressed for the underwriting of export credits. 

In the harsh trade conditions of the 1920s and 1930s, such inconsistencies 
were not confined to the Japanese. It would have been useful, however, if 
business opinion was placed more definitely in the context of the actual 
structure and pattern of Japanese foreign trade. The author explains, and to an 
extent justifies, Japan’s feeling that she was being discriminated against in 
foreign markets by pointing to her heavy import surplus, stemming from her 
need to import raw materials, and arguing that even her export surge of 
1932-37 was moderate, and matched by mports. He quotes contemporary 
American economist Miriam Farley approvingly: Japan merely ‘picked the 
wrong century in which to industrialize’ (p.98). Yet elsewhere (p.111) we 
learn that most of Japan’s import surplus stemmed from trade with a handful of 
countries, the USA, India and Australia. This suggests that Japan may have 
had a positive bilateral trade balance with the majority of her trading partners, 
and, in a period when multilateralism had collapsed, would explain the reasons 
behind her apparently difficult position. Similarly, we are left unmformed on 
how fundamental the businessmen’s desire for rationalisation was — did they 
simply desire cartelisation with production and export quotas, or more radical 


From the 1880s on, the government had provided inducements to the 
formation of business organisations that would have been remarkable abroad. 
It did not always get the results it wanted, as businessmen asserted their own 
position, especially on tax reductions and cuts in the military. Nor did business 
groups always achieve instantaneous consensus on policy. The Japan Spinners’ 
Association, the most powerful and durable industrial cartel, often took a 
‘maverick’ line (p.119) which discomforted other business associations, and 
there was a visible minority of businessmen who opposed return to the gold 
standard. Nevertheless, by European, US, and especially British standards, 
cohesion was high, both within and between sectors. But the fundamental 
causes of that cohesion, and the path to it, constitute the dimension least 
studies in this book. The author concentrates little on the processes of 
debate and manoeuvre by which decisions were made and positions adopted; 
the inside histories of the business groups studied would warrant further 
examination. He also assumes, somewhat implicitly in places, that govern- 
ment pressure for industrial concensus and the common perception of trade 
as ‘trade war’, underpinned by the chronic import surplus, were large explana- 
tory factors. Doubtless this was true, but it would have been useful if the 
processes by which a high degree of consensus was forged had received more 
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detailed attention. The author demonstrates amply the tendency within the 
Japanese business world to corporatism and collectivism, but his explanation 
for it is somewhat thinner. Furthermore, as the author recognises, though 
again not explicitly, business initiatives in the formulation of national trade 
policy may at times have been limited to the form rather than the direction of 
policy, particularly after 1935-37, becoming, in times of military escalation, 
little more than necessary anticipations of the inevitable. Hence, perhaps, the 
remarkable business unanimity on the need for a highly controlled economy by 
the late 1930s. 

This study provides a welcome addition to the fairty small literature on 
the historical development of Japanese business and business-government 
relations in English. It is succinctly written, and possesses an admirable clarity 
which makes it accessible to students and laymen as well as professional 
business and economic historians. It is perhaps unfashionable to wish the book 
had been longer, so let us hope instead that Professor Fletcher will in future 
develop further his analysis of the Japanese business community. 


University of Manchester A.J. MARRISON 


T. MORRIS-SUZUKI and T. SETYAMA (eds.), Japanese Capitalism since 1945 
(New York and London: M.E. Sharpe, 1990. Pp.x + 221. $39.95). 


The aim of this book is to present an image of Japan from the ‘Marxist’ 
viewpoint of much of the Japanesetanguage historiography which contradicts 
the dominant Western paradigm. After a lucid introduction, five essays, as 
their titles suggest, develop the theme of exploitation. Thus, a ‘Radical 
Interpretation of Policies’ opines that the cost of growth was ‘the under- 
developed living conditions and welfare of the Japanese working class’ (p. 31). 
Real wages may have risen absolutely but they were low compared with 
some other countries and output. Unfortunately there is a tendency to 
reiterate unproved dogma and to leave counterfactuals unspecified. There is 
madequate evidence on real wages and on income distribution. There is 
vagueness about the alternative system that would have enhanced living 
standards. The view that there was a negative relation between growth and 
military expenditures needs more scrutiny as does the statement, opposing the 
growth-led exports school, that overseas exploitation was necessitated by the 
constraints of the domestic market. On ‘Land Reform’ the accent is on the 
supply of ‘cheap’ labour from the reserve army and part-time farmers, the 
emasculation of working-class muscle arising from the existence of so many 
self-employed and the LDP’s farming votes. ‘Monopoly Capital’ provides 
insights into dualism and the peculiar nexus of administration, business and 
politics. In ‘Problems of the Working Class’ the picture is not of high wages, 
secure employment and a mutually beneficial system of labour-management 
co-operation im group decision making but of excessive working hours, 
lags between wages and productivity and ‘slim-line’ policies which boost 
unemployment. In marked contrast to liberal market remedies for the agrarian 
problem, reduced imports and self-sufficiency in food are advocated, at an 
unexamined cost. The dependentistas would applaud the sentiments in the last 
essay on ‘Foreign Trade and Industrial Imperialism’ that these are 

forests, impeding native entrepreneurship and ‘subverting local customs, 
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cultures, family systems and communities’ (p. 202). The conclusion is a plea for 
peace and the elimination of inequalities in international economic relations. 

Japan is entering the 1990s with socio-political problems at home and 
uncertainty over oil prices and trade friction abroad. This study not only 
presents useful information but is a salutary reminder of the ‘dark side’ of the 
success story and that a large if declining number of Japanese scholars have 
found comfort in ‘Marxist’ interpretations. The fact remains that for all its 
flaws the Japanese form of capitalism has achieved an industrial pre-eminence 
and quality of life that is the envy of most societies. Where would Japan be had 
it heeded the prescriptions of its ‘socialist’ economists? 


Gonville and Catus College, Cambridge W.J. MACPHERSON 


MARIE ANCHORDOGUY, Computers Inc.: Japan’s Challenge to LBM, Harvard 
East Asian M hs No. 144. (London: Harvard University Press, 1989. 


A key debate in contemporary political economy concerns the role of govern- 
ment in the co-ordination and direction of economic activity: the ‘invisible 
hand’ versus intervention. Governmental policy formulation and implementa- 
tion has been a significant feature in Japan but less so in the USA and Europe; a 
difference ascribed by Chalmers Johnson in MITI & the Japanese Miracle to 
the tradition of co-operation between government and industry in Japan 
whereas in the West, this relationship has generally been antagonistic. By 
focussing upon the government’s role in the Japanese computer industry, 
Anchordoguy has not only complemented the work of Johnson but also made 
an Original contribution to this debate. 

Computers Inc. provides an overview of government involvement in the 
indigenous Japanese computer industry from its emergence through to the 
mid-1980s, when Japan had become the only major country in which IBM was 
not the market leader. The underlying theme is Japan’s overwhelming desire 
to avoid foreign dominance, principally that of IBM, in an industry designated 
as strategic because of its high-tech links. Government intervention was 
necessary however, because the private sector did not have the resources to 
finance the R&D necessary to reduce IBM’s. technological lead. The core 
chapters cover: the emergence of the industry in 1957 through to the mvolve- 
ment in 1969 of NIT, the state-owned telecommunications monopoly; the 
crucial role of the Japan Electronic Computer Company in stimulating the 
domestic supply of and demand for computers through low-cost rental; the 
critical period in the early 1970s with slower growth, a revalued yen, increasing 
pressures for trade liberalisation and the response to IBM’s powerful 370 series 
computers; and more recent developments up to the mid-1980s as the Japanese 
firms approached the ‘leading edge’ of computer technology. 

Anchordoguy’s central thesis is that, by promoting a combination of 
competition and co-operation, intervention by the Japanese government 
succeeded in encouraging the development of an internationally competitive 
computer industry which would otherwise have been unviable. Further, this 
also provided the technological foundation for Japanese moves mto related 
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areas such as fax machines (curiously omitted), generating the ripple effects 
anticipated in 1957. The industry’s development has not however, always been 
characterised by resounding success: the government-sponsored FONTEC 
R&D project, intended to match the IBM 1401, failed because the parts did not 
connect; the government’s technological objectives at times conflicted with 
the industry’s desire for rapid commercialisation; and there have been con- 
tinued shortcomings in software. The author also questions the relative merits 
of Japan’s obsession with IBM. The attempt to catch and subsequently imitate 
it for strategic as well as chauvinistic reasons may, ironically, have made the 
Japanese computer industry technologically vulnerable given IBM’s com 
siderably greater resources. It may also explain why the Japanese, like IBM, 
were late off the mark in the personal computer revolution. 

The genesis of the Japanese computer industry is a fascinating subject 
and a story which is far from being over; Fujitsu’s acquisition in July 1990 
of the former state-funded UK computer manufacturer, ICL for example, 
strikes several chords. Anchordoguy has marshalled extensive Japanese 
source material, including interviews with key particpants, in the production of 
an accomplished piece of scholarship in support of her thesis. Two minor 
criticisms: the book sidesteps the issue of why Western companies repeatedly 
underestimated the ability of the Japanese to assimilate, reproduce and modify 
technology to the detriment of the originators; and the exposition would have 
benefited from sub-headings. Computers Inc. succeeds as both a study of 
government/private sector collaboration in industrial development and as an 
industry case-study in its own right. It is good contemporary business history; 
pertinent and highly readable. 


University of Lancaster ROBERT READ 


AL ALLETZHAUSER, The House of Nomura: The Rise to Supremacy of the 
World's Most Powerful Company: The Inside Story of the Legendary Japanese 
Dynasty (London: Bloomsbury, 1990. Pp. 336. £16.99). 


25 years ago, when Nomura Securities first came to London, few had heard of 
them; some thought it was a wallpaper manufacturing company. Now, in the 
City, Nomura is constantly in the news: top of the Eurobond league, 700+ 
employees, and about to move to a massive new freehold complex near St 
Paul’s. Opening with ‘The Day Nomura Helped Save the World’ (19 October 
1987), this new study shows Nomura as corporate Japan’s most effective power 
broker and rainmaker, with unbridled ambition and unscrupulous might, as 
elitist and arrogant, aggressive and cruel. Although the pre-war section of the 
book draws on archives and memories of Nomura family members, the rest 
appears to be pieced together from magazines and the sake-shop grapevine, 
and as Alletrhauser’s knowledge of Japanese was limited, he could not verify 
their accuracy. Many of those named in the acknowledgements claim never to 
have even met Alletrhauser, let alone spoken to him directly. The reader is 
presented with a soap opera of small cameos: some scandalous, some heart- 
less, some incredible, some sick. Nomura insiders say that none of this is new, 
but never before have these stories been catalogued and synthesised into an 
apparently authoritative 350-page hardback. And such is the interest in this 
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now infamous Japanese corporate giant that the The House of Nomura has sold 
more than 15,000 copies in its first two months. 


London STEPHANIE JONES 


NAGESH KUMAR, Multinational Enterprises in India: Industrial Distribution, 
Characteristics, and Performance (London and New York: Routledge, 1990. 
Pp.xv + 137. £30). 


Nagesh Kumar’s little book, a revised version of his doctoral dissertation, has 
an ambitious but precise research agenda. The items on the agenda include 
statistical testing of the theoretical postulates on inter-industry distribution of 
foreign direct investment (FDI) in the context of India, an analysis of the 
Operational characteristics of foreign owned firms m Indian industry, and an 
assessment of the performance of foreign owned firms relative to that of locally 
owned firms. In the aggregate India harbours much less foreign private capital 
than other developing countries such as Brazil, Mexico, and Singapore. But, as 
Kumar notes, much of it is concentrated in the manufacturing sector, foreign- 
controlled enterprises account for around 23 percent of sales or assets of 


the multinational enterprise, Kumar formulates testable hypotheses to explam 
the inter-industry distribution of FDI and licensing arrangements in Indian 
industry. One such hypothesis is that the incidence of FDI tends to be 
high in industries which are intensive in the use of human skills and produce 
differentiated products, whereas licensing rather than FDI will be the norm in 
industries intensive in the use of knowledge embodied in capital goods. The 
hypothesis is tested utilising regression and correlation analysis. The pro- 
portion of sales of foreign-owned firms to that of total sales in each of the 40 
industry groups in the sample measures the incidence of FDI, while royalties 
and fees paid to foreign firms as a proportion of total sales of each of the 
industry groups measures the incidence of licensing agreements. A number of 
variables such as the proportion of advertising expenditures to total sales, 
earnings of high-salaried employees to that of the total wage bill, and the 

ion of gross book value of machmery and equipment to total sales 
of each of the industry groups are constructed to measure product differentia- 
tion, human skill intensity, and physical capital intensity. Kumar exhibits 
considerable ingenuity in the contruction of the variables required for the test 
of his hypothesis and provides a detailed description of the methodology. 
Estimated correlation and regression coefficients between each of the two 
variables measuring the incidence of FDI and Hcensing and the variables 
measuring industry charactristics lend considerable support to the hypothesis. 
In the equations relating the incidence of FDI to various industry characteristics 
the coefficients of the product differentiation and human skill intensity 
variables are positive and statistically significant, whereas the coefficient of the 
physical capital intensity variable is negatively signed and statistically insignifi- 
cant. In the equations modelling the incidence of licensing the coefficients of 
the human skill variables are statistically significant. These results suggest that 
the incidence of FDI tends to be high in industries intensive in the use of human 
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skills and the production of differentiated products, whereas licensing is much 
more frequent in industries intensive in the use of knowledge embodied in capital 
goods. Kumar may also be justified in arguing that the results of his statistical 
analysis vindicate the internalisation and transaction cost explanations of foreign 
investment. Both transaction costs and the benefits of internalisation tend to be 
high in the case of industries intensive in product differentiation and skill intensity 
and favour FDI as a method of market penetration. 

The rest of the book is devoted to an investigation of the differing character- 
istics of foreign-owned and locally-owned enterprises in India, and the factors 
contributing to the observed relatively high profit margins of foreign firms. Here 
again Kumar demonstrates not only a detailed knowledge of the literature on 
foreign investment but also considerable expertise in statistical analysis of the 
available data. The results of the analysis suggest that the scale of operations of 
foreign companies tend to be relatively large, they are much more vertically 
integrated than their local counterparts, and they also tend to employ a relatively 
high proportion of skilled labour. None of this may be new to students of FDI. 
There are though some unexpected results. The factor proportions and advertis- 
ing intensity of foreign firms do not seem to differ significantly from that of their 
local counterparts, and they spend a smaller proportion of their income on R&D 
and appear to grow at a slower rate than locally-owned firms. Foreign owned firms 
do not also markedly differ from their local counterparts in either the proportion 
of output they export or in the industry characteristics of their exports. Kumar 
provides plausible explanations for all of this. Foreign firms spend a lower 
proportion of their income on R&D and advertising as they have access to the 
research output and marketing services of their parent firms. The characteristics 
of their exports and export performance do not differ from that of locally-owned 
firms because of the inward-looking trade and investment policies of India which 
have provided lucrative and sheltered domestic markets to both groups of firms. 
The foreign firms, however, reap relatively high profits in the domestic markets 
because of their size, and their overall technological strength and reputation 
which enables them to cater to the upper end of the market. Indeed, the inward- 
looking development strategy, centred on import substitution, which India has 
pursued may also explain the low advertising and research intensity of foreign 
firms and the observed capital intensity of their operations. While the inward- 
looking strategy of development may have provided foreign firms with highly 
profitable markets, it appears to have done little to promote the expected social 
benefits from FDI. Historians of international business concerned with the em- 
pirical verification of the theoretical postulates on the structure, dimensions and 
characteristics of international investment will find this book with its blend of 
economic theory and statistics a valuable addition to their reading list. 


University of Lancaster V.N. BALASUBRAMANYAM 


CHARLES P. KINDLEBERGER, Economic Laws and Economic History (Cam- 
bridge: Cambridge University Press, 1990. Pp. xi + 191. £30 or $49.00). 


Charlies P. Kindleberger is one of the most prolific economists who ever lived. 
He is also one of the wittiest. This book exemplifies both qualities. It comprises 
the Mattioli Lectures of 1980, named for Raffaele Mattioli, former chairman of 
the Banca Commerciale Italiana which endowed them; they were given in the 
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Bocconi University of Milan. Although the lectures were delivered a full ten 
years before publication, they have not lost their freshness nor relevance — nor 
will they for many years to come. 

Kindleberger’s early work was in international economics, especially inter- 
national finance; his first published article appeared in 1934, when he was a24- 
year old graduate student at Columbia University. He did not become. an 
academic economist until 1948, at MIT, and did not take up economic history 
seriously until the 1960s. His attitude then was that economic history was ‘ great 
fun’ but not very useful for understanding the ‘real world’ (Economic Growth 
in France and Britain, 1851-1950 (1964) p.322). Subsequently, however, he 
underwent a conversion and became a ‘born again’ economic historian — or 
historical economist, as he prefers to style himself. In 1986 he wrote that 
economic history ‘provides a deeper understanding of the way the world works 
than more theory and more manipulation of numbers’ (in William N. Parker 
(ed.), Economic History and the Modern Economist, p.85). Readers of this 
journal are also no doubt familiar with his work on multinational business. 

The four economic laws — he prefers ‘laws’ to models — that Kindleberger has 
selected for exposition are Engel’s Law, the Iron Law of Wages, Gresham’s 
Law, and the Law of One Price. But the lectures are not all that the book 
contains: in fact, they occupy less than 90 pages. There is, in addition, a 
‘discussion’ by 11 Italian economists and economic historians (25 pages); a 
response by Kindleberger (seven pages); a delightful ‘(Auto)biographical 
Note’ (nine pages); a bibliography of Kindleberger’s publications, extended to 
1988 but still incomplete (19 pages); a list of works cited in the lectures (17 
pages); and an index (13 pages). 

A 500/600 word review (requested by the editor) does not permit an 
extensive or critical discussion of the lectures themselves. Instead, I offer a few 
tidbits to tempt any business historian who reads for pleasure as well as profit 
to acquire this book for herself. ‘I urge the usefulness of Engels law in 

interpreting history, but am as yet unwilling to lean heavily on it in peering into 
the future’ (p.20). ‘Giacomo Vaciago ... observed that Italian growth did not 
slow down in 1963 as I predicted it would. . . On my poor forecast, premature 
by five years, I acknowledge error’ (p. 36). ‘I would suggest .. . that economic 
history warns against the dangers of ignoring Sir Thomas Gresham's law, even 
if Gresham did not originally propound it’ (p.65). ‘I believe it is vain to think 
that one law or one model can unlock the basic secrets of economic history with 
their many dimensions in growth, technical change, adjustment, monetization 
and the like. Economists and economic historians should be like dentists, 
humble and with lots of tools’ (p.92). 


Emory University RONDO CAMERON 


MICHAEL E. PORTER, The Competitive Advantage of Nations (London: 
Macmillan, 1990. Pp. xx + 855. £25). 


‘Why does a nation become the home base for successful international 


competitors in an industry?’ (p.i). This is the central question posed by 
Michael Porter, the Harvard Business School-based business strategist in his 


BOOK REVIEWS 353 


new book. ian E ima AE uy E 
and follows Competitive Strategy (1980) and Competitive Advantage (1985). 

Porter argues that ‘classical’ theories of comparative advantage based ‘on 
factors of production are unhelpful in explaining variations in national com- 
petitiveness. They are based on unrealistic assumptions such as that ‘there are 
no economies of scale, that technologies everywhere are identical, that 
products are undifferentiated’ (p.12), and they ignore the impact that the 
strategies of individual firms can have on competitiveness. Porter suggests that 
a new theory of competitive advantage is required, based on ‘the premise that 
competition is dynamic and evolving’ (p.20). In addition, in recognition of the 
fact that ‘firms play a central role im the process of creating competitive 
advantage’, Porter considers that ‘the behaviour of firms must become integral 
to a theory of national advantage’ (p.21). 

In Porter’s new theory, four factors in a nation ‘shape the environment in 
which local firms compete that promote or impede the creation of competitive 
advantage’ (p.71). These are factor conditions (essentially the factors of pro- 
duction); demand conditions (the nature of home demand for the industry’s 
product or service); related and supporting industries (the presence or absence 
of supplier industries and related industries that are internationally com- 
petitive); and firm strategy, structure and rivalry. These factors are linked in a 
‘diamond’ and, Porter argues, nations will succeed in those mdustries where 
the national ‘diamond’ is the most favourable. Most emphasis is placed on the 
last two factors. Porter suggests that success is very dependent on the presence 
of ‘clusters’ of related and supporting industries and, especially, he is con- 
vinced that fierce local rivalry is a key element in the diamond. In all his 
empirical research he found almost no national champions or firms with 
virtually unrivalled domestic positions ‘that were internationally competitive’ 
(p.117). In contrast, the fierce domestic rivalry seen in Japan, for example, 
creates pressures on firms to innovate and to compete, and prevents firms from 
seducing governments into supplying them with mefficient subsidies or other 
means of support. 

The theory is backed by, and based upon, extensive empirical research. 
There are studies of four industries and ten nations (Britain, the United States, 
Japan, Denmark, Italy, South Korea, Singapore, Sweden, Switzerland and 
Germany). Japan and Italy are hailed as the most dynamic and innovative 
contemporary economies. In contrast, Britain emerges — as in his HBS 
colleague Al Chandler’s Scale and Scope — as the most hopeless case. The 
section on ‘the slide of Britain’ argues that the country has continued its 
long decline in international competitiveness through the 1970s and 1980s. 
Although Britain retained strengths in certain industries (notably consumer 

, financial services, pharmaceuticals and chemicals), by the 
mid-1980s8 she had scarcely any industries with large international market 
shares. Almost everything was wrong. British consumers had low standards 
and bad taste. Industry had declined so much that few ‘clusters’ remained in 
tact. British firms had ‘a management culture that works against innovation 
and change’ (p.502), and were burdened with a view that competition was 
‘distasteful and even vulgar’. While Porter is impressed by some aspects of the 
Thatcher government’s economic programme, he (like most other rational 
people) regards the neglect of, and attack on, the educational system as 
bizarre, given that inadequate educational and training was self-evidently a 
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major handicap on British competitiveness. ‘Funding for education has been 
cut (which) does nothing to deal with woefully inadequate facilities and 
threatens to drive away good teachers and permanently reduce the quality of 
both research and teaching. The need to rebuild British education is urgent’ 
(p. 721). 

It would be easy to criticise this book on grounds of oversimplification or 
even banality. The core model is extremely basic. The analysis of the reasons 
for poor British industrial performance will surprise no one except, perhaps, 
the present Conservative government. The concept of ‘competitiveness’ used 
in the book is open to numerous objections. Nevertheless this work has great 
value for business historians, with whom Porter has much in common. For a 
subject that cries out for generalisations and concepts, Porter offers some 
organising principles that business historians can explore and test. The impor- 
tance of local rivalry in stimulatmg international competitiveness and the 
concept of clusters of related industries both merit testing using historical 
material. They add new dimensions to Chandler’s stress on the importance 
of creating modern managerial hierarchies within individual enterprises by 

ing the signi of the external environment of the firm. On a more 
basic level, Porter’s industrial and national case studies provide rich empirical 
material for those teaching contemporary business history. 

In short, although most business historians will shudder at some aspects of 
this book, it is a major work which anyone with a serious interest in modern 
business history should read and digest. It is not only a highly valuable study in 
its own right, but it offers business historians a model of how to write a very big 
book which will yet be read by thousands of people rather than our present 
rather esoteric audience. 


University of Reading GEOFFREY JONES 


GIACOMO BONANNO and DARIO BRANDOLINI (eds.) Industrial Structure in 
the New Industrial Economics (Oxford: Clarendon Press, 1990. Pp.175. 
£17.50). 


The renaissance in industrial economics has now been going long enough for 
some assessment to be appropriate. Has the New Industrial Economics given 
us greater understanding of how industrial structures are shaped, greater 
insight into how firms operating constantly in conditions of uncertainty 
and incomplete information conduct themselves, greater guidance to policy 
makers seeking improved industrial performance? In common with a number 
of other recent publications, the present collection of papers, which are based 
on a series of lectures originally given at the Fondazione Luigi Einaudi in Turin 
in 1987, gives rather mixed answers to these questions. 

In their mtroductory paper, the editors make some rather extravagant 
claims for the New Industrial Economics, not least that the ‘structure-conduct- 
performance paradigm has been abandoned’ (p.4) even though they find it a 
useful framework for organising their own review. The remaining papers fall 
essentially into two categories, those dealing in fairly abstract terms with a 
particular issue and those surveying a wider range of issues on a more informal 
way. In the first category are papers by Sutton on endogenous sunk costs and 
industrial structure, by Grabszewicz on the stability of collusive agreements 
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and by Tirole on competition-reducing vertical restraints. The paper by 
Milgrom and Roberts on new theories of predatory pricing also falls in the 
first category, although the treatment is informal and sometimes a little 
puzzling. For example they suggest (pp.117-18) that under some circum- 
stances predatory pricing may be welfare enhancing, a result which immediate- 
ly prompts the question of precisely what is meant by ‘predatory’ in such a 
context? 

In the second category are papers by Gilbert and Schmalensee which review 
a wider range of the recent literature and which Business Historians may thus 
find especially useful. Gilbert, for example, discussing the role of potential 
competition, gives an interesting critique of the theory of contestable markets. 
Schmalensee’s paper reviews the empirical studies of rivalrous behaviour 
including the multitude of cross section analyses of the 1960s and 1970s, 
as well as more recent approaches which use econometric techniques for 
inter- and intra-industry studies. Somewhat unfashionably he anticipates that 
the latter are likely to provide a much surer basis for further advances in the 
field than an over-concentration on game theoretic models which suggest that 


‘anything can happen’ (p. 140). 
University of Reading MICHAEL UTTON 


MICHAEL T. HANNAN and JOHN FREEMAN, Organizational Ecology (Cam- 
bridge, MA: Harvard University Press, 1989. Pp. xvi + 366. £23.50). 


This is strange book to review in a business history journal, given that its 
theoretical foundation is fundamentally ahistorical. The idea of beset) 
suggests the workings of nature, not the action of people. Hannan and 
Freeman claim that the starting point for the study of business organisation is 
not the firm, but the environment within which it is located. Their project is not 
historical, but sociological, and firmly within a positivistic as opposed to an 
action perspective. Consequently, they are concerned with discovering the 
‘laws’ governing the relationship between organisations and their environ- 
ment in order to achieve their major goal, which is to ‘bring the sociological 
study of organisations back into the mainstream of sociology’ (p.331) The 
population ecology of organisations can achieve this task, they suggest, by 
the problems of social organisation and change from ‘(1) the popu- 
lation level, (2) moving from a static to a dynamic approach, (3) recognizing the 
strong limits on the speed with which existing organizations can adapt to 
rapidly changing environments, and (4) examining change in diverse but 
internally homogeneous populations over their full histories’ (p.331). 

The book is divided into three sections: theory, methods and empirical 
evidence. Each is clearly presented and written. This is particularly important, 
because the statistical models used in their empirical studies are complex and 
demand considerable mathematical knowledge to understand. The empirical 
chapters test various hypotheses about such things as the relationship between 
the rate at which organisations are founded and the density, that is number, 
of organisations within a given ‘population’; or the Habilty of newness, 
or mortality rates or niche effects of organisations within a population. 
The ‘populations’ examined are trade unions, semiconductor manufacturers, 
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newspapers and restaurants. À diverse set of organisations, which are studied 
longitudinally, not historically. 

Their theoretical chapters seck to defend organisational ecology against 
criticisms of its deterministic, crude Darwinian view of organisations as 
subordinate to competitive survival tracks naturally given by the population. 
Hannan and Freeman claim that more sophisticated biological models of 
ecology are able to divide populations into niche groupings, and introduce. 
diversity based on general processes, such as access to capital, members and’ 
other resources, and particular forces, such as the legal environment or 
technological change. Despite such bids for ‘sophistication’, Hannan and 
Freeman treat organisations as akin to natural phenomena and use the 
language of ‘births’, ‘deaths’, ‘life-cycles’ and other naturalistic terminology 
which de-socialise social phenomena. Natural organisms are instinctive, pur- 
poseless and unable to enact or shape their environments and hence their 
destiny. Organisations on their other hand are human, social, econonic and 
legal entities, which are neither ‘born’ nor do they ‘die’. They are not unitary 
or natural systems, but collectivities of individuals who are differentially 
organised according to economic principles of capitalism, cultural conventions, 
technological imperatives or firm-specific arrangements. For population 
ecology individual organisational change and adaptation is only permitted to 
the extent that the population allows change. Organisations, no matter how 
big, are unable to enact their environment, mould it to suit themselves, and 
thereby determine the direction of the ‘population’ as a whole; change is 
assumed to emerge only at level of the population. But this begs the question 
of the origin of change, which can only be introduced from outside a 

population, it cannot explain where it comes from. This is problem 


particular 
of functional explanations of change, which are also dependent upon organic 
methaphors in their approach to sociology. 

What relevance does organisational ecology have? At present it is a theory 
confined to North America: few British or European disciples exist. Although 
I strongly reject the utility of the theory on epistemological grounds, I 
would not discount the fruitfulness of examining the relationship between 
organisational change and the environment or ‘population’ an organisation 
is located within. Nor would I reject the importance of examining the 
morphology of organisations. Unions, for example, are meaningfuly studied 
according to their structural form — craft, industrial, white-collar, general, 
enterprise, and so on. A focus on environments and forms, rather than 
individual organisations can be a useful corrective to the obsessive attention to 
management strategy and volition within business literature, which all too 
often suggests that individual managers are the centre of decision-making 
and can over-ride what is permissable by market, technological or sector 
exigencies. The problem with organisational ecology is that management 
action disappears altogether m favour of a one-sided environmental deter- 
minism. Business history and the sociology of organisational change should 
seek interaction between firms, managements and their environment, and in 


this respect population ecology has nothing to offer. 
Business School, Aston University CHRIS SMITH 
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MASAHIKO AOKI, BO GUSTAFSSON and OLIVER E. WILLIAMSON, The Firm as 
a Nexus of Treaties (London: Sage Publications, 1990. Pp.x + 358. £14.95). 


This stimulating collection of papers reflects the recently renewed interest in 
the study of economic organisation. In his 1989 lecture at Yale to celebrate the 
fiftieth anniversary of the publication of his article on “The Nature of the Firm’, 
Richard Coase argued that concentration on analysing the boundaries of the 
firm had resulted in the comparative neglect of the main activity of the firm, 
namely organisational co-ordination. This edited volume of papers is one of 
the recent attempts to correct this imbalance, not by displacing the established 
literature, but by integrating into it some of the more recent developments in 

agency theory and transaction cost economics. In addition, the explicit wish of 
Olive. Williamson, an stated ty the ntoduction, in 10 draw Goo ech a 
such areas as politics and sociology, and to establish a ‘new “science of 
Organisation” in which all of the social sciences have a stake’ (p.4). It is in an 
attempt to attract scholars from a range of disciplines, as well as wishing to shed 
unwanted legal connotations, that what was once a ‘nexus of contracts’ is now a 
‘nexus of treaties’. 

If Richard Coase’s writings exercised a major influence on students of the 
boundaries of the firm, then, judging from this volume, his equivalent in 
shaping thinking on organisational co-ordination is Kenneth Arrow. Although 
the book is formally divided into four sections (on knowledge, vertical 
integration, labout organisation, and finance), the coherence of the book 
derives from the virtually common concern of the contributors with such 
issues as information rents, information release and distribution, incentives 
and agency structures. In Masahiko Aoki’s fine paper on the participatory 
generation of information rents, some of the main influences on this recent 
work on the firm can be discerned. As is clear with developments in agency 
theory, the wider use and development of game theory has had a pervasive 
impact on the perception and delineation of relationships within organisa- 
tions. Moreover, the increased availability of skilled labour and the associated 
decentralisation of decision-making within organisations, has prompted 
economists not only to emphasise the importance of changes in relationships 
over time, but has also highlighted the need to direct as much analysis to skill 
acquisition and human asset specificity as has previously been given to site and 
physical asset specificity. The essays by Aoki, Koike (skill and Japanese 
employees), Hansmann (worker ownership) and Gilson and Mnookin (law 
firm partnerships) all emphasise the impact which skill acquisition has on 
agency relationships, and the consequences which vertical integration, owner- 
ship patterns and monitoring arrangements can have on individual risk 
appraisal and information release. Much of this work coalesces neatly with 
Prais’ investigations of educational and training systems in leading economies. 

The perception of the firm as a nexus of treaties does threaten to blur the 
boundaries of the firm. ‘Treaties’ exist everywhere, between unions and 
employers, between financiers and shareholders, between divisions of the 
same Organisation, between a single employee and the rest of the organisation. 
Each employee can obviously be a party to many treaties at any one time. The 
contributions to this book reflect the wide area over which treaties exist, but 
they do manage to retain coherence by addressing the central themes and 
iessues. There is much here to interest business historians. Implicitly, many 
of the contributions, especially that of Reve, contain useful critiques of 
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the existing literature, which are interesting in themselves. But, in a uncom- 
promising manner, these papers also incorporate a range of recent developments 
in the economic analysis of institutions, and provide an opportunity for business 
historians to utilise thinking emerging from what R.C.O. Matthcws has 
described as ‘one of the liveliest areas m our discipline’. 


University of Edinburgh MARTIN CHICK 
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In the obituary of Dr W.J. Reader which appeared in the January 1991 issue, his 
last book was incorrectly referred to as At Duty’s Call: A Study in Absolute 
Patriotism. The correct title is At Duty’s Call: A Study in Obsolete Patriotism. The 
firm of Foster & Braithwaite was also incorrectly spelled Foster & Braithwaice. 
The Editors would like to convey their apologies to Mrs Ann Reader. 
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ABSTRACTS 


Conflicting Views on Fiat Currency: Britain and its North American 
Colonies in the Eighteenth Century, by Ean | Eai 


Great Britain and its North American colonies possessed radically 
different monetary systems in the eighteenth century, particularly in 
regard to the role of governmental fiat paper. Parliament issued no fiat 
monies because of the fear of irreversible depreciation. In contrast, 
colonial legislatures started issuing various forms of paper monies in the 
1690s and some persisted through the 1770s. Every colony issued tax 
anticipation bills. Most colonies also created public loan offices — called 
land banks by contemporaries — which loaned currency to private indi- 
viduals, and the interest revenues made substantial contributions to 
several provincial budgets. Ironically, after the War for Independence, 
the new US Constitution prohibited fiat issues by the state legislatures, 
and the nation shifted to a system of chartered institutions issuing bank- 
notes convertible into specie very similar to the system prevailing in 
Britain. 


The Coalescence of a Cluster of Corporate International Banks, 1855-75, 
by P. L. Cottrell 


Through reviewing the establishment of British ternational corporate 
banks during the mid-nineteenth century, the paper reveals the remark- 
able, disproportionate role played by a promotional group composed of 
members and associates of the London private bank Glyn, Mills. How- 
ever, despite the banking and merchanting backgrounds of this group, 
the successful creation of these international banks involved the resolu- 
tion of substantial difficulties, arising from competition for the necessary 
concessions, problems in composing suitable boards of directors, and 
both economic and political instability. This is shown through an 
examination in particular of the founding of the Imperial Ottoman Bank, 
the London & Brazilian Bank and the Anglo-Itahan Bank. Lastly, an 
analysis of the subscribers to the banks’ shares reveals that, more widely, _ 
they were largely backed financially by the banking and mercantile milieú ` 
of the metropolis, but also with a significant capital ne of a 
European cosmopolitan bourgeoisie. 
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Fimancial Elites in Three European Centres: London, Paris, Berlin, 
1880s-1930s, by Youssef Cassis 


Bankers and financiers have rarely been included in the discussions on 
entrepreneurs, or on the relationship between banking and economic 
development. This article compares London, Paris and Berlin as financial 
centres between the 1880s and the 1930s. It then considers the socio- 
professional position of bankers and financiers in these three centres, and 
shows that London offered greater opportunities than Berlin for the 
operations of individual financiers, as well as for the survival of a bank- 
ing aristocracy, Paris being somewhat in between. On the other hand, 
German professional bankers were integrated earlier into the financial 
elite than their English and French counterparts. However, these 
differences appear to have had a limited impact on the shaping of the 
banking systems of the three countries. 


British Investment Banking and Industrial Decline before the Great War: 
A Case Study of Capital Outflow to Canadian Industry, by Gregory P. 
Marchildon 


The alleged anti-industrial bias of ‘the City’ is examined through a case 
study of a constellation of financial intermediaries that raised investment 
capital on the London market for Canadian manufacturing industry in 
the decade preceding the Great War. Reflecting the considerable insti- 
tutional flexibility of the pre-war British capital market, these ‘invest- 
ment banks’ ranged from established merchant banks to issue houses of 
recent origin as well as a few stockbroking firms and trust companies. All 
were eager to issue the securities of Canadian manufacturing enterprises 
despite the substantial risk associated with such business. Moreover, they 
were willing to take their profit in the common shares of such enterprises 
rather than cash commissions; although this increased the potential profit 
for servicing an industrial issue, it also escalated substantially the risk 
assumed in any single flotation, thus belying the image of British invest- 
ment banks as tradition-bound and risk-adverse. 


‘No Arbitrary Discretion’: Specialisation in Short-Term Commercial 
Lending by Banks in Late Nineteenth-Century New England, by Naomi 
Lamoreaux 


In the late nineteenth century banks in New England embraced an 
increasingly specialised role in the economy, focusing on the provision of 
short-term loans to commercial borrowers and eschewing long-term rela- 
tions with industrial enterprises. This drive to specialise resulted from a 
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particular combination of circumstances: a tremendous expansion in the 
number of banks, and an equally dramatic rise in deposits as a source of 
lendable funds. The latter development increased the interdependence of 
the banking system, making each institution vulnerable to runs provoked 
by the unsound practices of its competitors. The former made it difficult 
to regulate the lending practices of individual banks. By promoting strict 
standards for short-term commercial loans, bank reformers sought to 
increase the ability of directors and stockholders to monitor the decisions 
of their banks’ managers and, at the same time, to limit the damage to 
the system that unscrupulous bankers could inflict. Similar problems of 
control arose in the British banking system in the last few decades of the 
century, and may explain the simultaneous shift toward short-term com- 
mercial loans that occurred in that nation. By contrast, large German 
banks were able to limit the independence of their smaller competitors 
and hence the threat to the security of the banking system that they 


posed. 


Long-Term Contracts in the Swedish Bank-Orientated Financial System 
during the Inter-War Period, by Hans Sjogren 


The fact that Sweden had the highest growth rate of per capita GNP 
of any European country between 1870 and 1914 has very often been 
explained by the existence of a well functioning financial system, with 
commercial banks as efficient prime movers. In this essay various 
characteristic features are presented to shed some light on the financial 
system during the next period in Swedish economic history — the 
turbulent inter-war period. Financial systems in capitalist countries 
can be classified either as market-orientated or bank-orientated. In a 
bank-orientated system the banks take more responsibility for corporate 
financing than in a market-orientated one. Therefore, bank-industry 
relations, especially credit and owner connections, are much longer and 
more concentrated than in the latter. It is also significant for a bank- 
orientated system that banks in times of distress increase both the credit 
granted and their shareholding. This was certainly the case of Sweden. 
Another ‘analytical tool’ for the characterisation of the Swedish bank— 
industry relations is the contracting approach. In institutional theory a 
company’s relations to other actors and institutions within a certain 
financial system are viewed as a set of various contracts. The credit and 
ownership contracts are two examples. The aim of complementing the 
broad financial story of Sweden with various case studies on a micro-level 
is to illustrate how these contracts were developed in a small economy 
like Sweden. From this part of the study we attain a much deeper under- 
standing of these important, long-term relations. 
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Banks, Institutional Constraints and the Limits of Central Banking: 
Monetary Policy in Britain and West Germany, 1950-52, by Till Geiger 
and Duncan M. Ross 


This paper analyses the anti-inflationary policies which were pursued in 
Britain and West Germany during the Korean War boom. It argues that 
the institutional relationships between the government, the central bank 
and the banking system can have considerable impact on the implementa- 
tion of policy. The war brought a major shift in raw material prices and a 
consequent rise in bank lending in both countries to finance the increased 
import bill. The German independent central bank (BdL) used technical 
measures to restrain short-term lending, but was frustrated by the willing- 
ness of the Landeszentralbanken (regional central banks) to discount the 
bills of their local banking system. In addition, the banks themselves, 
because they operated in a competitive system, sought ways to circum- 
vent the restrictions. The BdL took steps to tighten these loopholes and 
introduce a much stronger and more well defined policy transmission 
mechanism. Shifts in the terms of trade reduced inflationary pressure but 
the BdL retained tighter control over the banking system. 

In Britain, the Bank of England was nominally controlled by the 
government, although it was able to exercise a degree of independence. 
Both parties had clear ideas of how inflationary pressure could be con- 
trolled in the economy; but these ideas differed significantly and neither 
one was able to impose their preferred option on the other. The result was 
a mixture of quantitative restrictions on the banks’ balance sheets and 
qualitative guidelines to the banking system on the nature and extent 
of lending. The shift in raw material prices in 1952 largely solved the 
problem which it had created in 1951. The authorities, however, felt that 
their policies had been successful in constraining inflation and they failed 
to improve the monetary policy transmission mechanism as the Germans 
had done. 


The British Overseas Banks and Development Finance in Africa after 
1945, by Frances Bostock 


The role of the British overseas banks in the provision of medium- and 
long-term finance in British colonial Africa is examined, with special 
reference to the establishment of the bank development corporations 
after the Second World War. The origins of the banks’ involvement in 
development financing are traced, and in particular those of the Barclays 
Overseas Development Corporation, the first in the field. It is argued 
that, although their performance was modest, at least it was not as 
disastrous as the initial performance of the public sector Colonial 
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Development Corporation. The three bank development corporations, 
and the medium- and long-term lending undertaken by the fourth British 
bank operating in British colonial Africa, filled a necessary gap in the 
financial structure of these territories at a time when the British banks 
were often the only commercial banks in existence. 


The House of Morgan Redivivus? The Abortive Morgan International, 
1972-73, by Kathleen Burk 


The House of Morgan, the most powerful international banking house in 
the first decades of the twentieth century, had been forced to split up into 
constituent parts by the American Banking Act of 1933. In the 1960s and 
1970s, in response to the growth of international business opportunities, 
Morgan Guaranty, Morgan Stanley and Morgan Grenfell made several 
attempts to work together. The most significant of these attempts took 
place in 1972-73, with negotiations over the establishing of a ‘Morgan 
International’, in effect the merging of their non-domestic business. But 
conflicts of Interest, nationalism, cultural incompatibility, and the oppo- 
sition of the Bank of England doomed the attempt, and the three banks 
continued on their separate ways. 


Introduction 


GEOFFREY JONES 
University of Reading 


Banking and financial history has always been a subject for the devoted 
few. There are a number of reasons for this comparative lack of interest. 
Financial archives are often harder to access than those of manufacturing 
industry. Some issues in banking and financial history call for special 
technical expertise which is time-consuming to acquire. Moreover, it is 
hard to escape the feeling that banking history is often regarded as rather 
a dull subject; a bore to read, let alone research. One negative conse- 
quence of comparative neglect has been a tendency for stereotypes and 
over-generalisations to Hnger longer than in other parts of business 
history. The oft-repeated argument that British banks and the City of 
London have “failed' British industry over the last hundred years, 
especially compared to the situation in Germany, is one striking example. 

In a subject where quality literature can be scarce, the essays in this 
collection represent a mine of new data and insights. They are based for 
the most part on extensive archival research but, more importantly, they 
demonstrate new ways of looking at old topics, especially by placing them 
in an international and comparative context. No global re-interpretation 
of banking and financial history emerges from these pages, for the topics 
and time periods discussed are wide-ranging, but it is hoped that the 
Originality and freshness of the essays will at least encourage a wider 
interest in this area of business history. 

The essays fall into two distinct but related groups. The majority 
is concerned with financial systems; a smaller group focus more sharply 
on international banking. The essay by Perkins begins the first cate- 
gory. Perkins compares the different monetary systems in operation in 
eighteenth-century Britain and her North American colonies. While 
the British opposed fiat money because of the threat of currency depre- 
ciation, the colonial administrations took a more sympathetic view and 
the issue of fiat currency became widespread. The disagreements 
between British and American policy-makers were not confined to dis- 
cussions about abstract theory, but became one of the major tensions 
which eventually caused the American revolution. Perkins’ comparative 
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study is an original contribution to a subject where the literature has been 
particularly sparse. 

Marchildon, Lamoreaux and Cassis take the discussion of financial 
systems into the late nineteenth century and beyond. Marchildon is 
concerned with the vexed question of the alleged anti-industrial bias of 
the City of London. He argues that, contrary to the conservative and risk- 
averse image of the British financial system before 1914 suggested by 
W.P. Kennedy and others,! the financial intermediaries active in the 
City showed considerable flexibility and entrepreneurial ability. The two 
leading merchant banks, Barings and Rothschilds, may have had an anti- 
industry bias, but less prominent British institutions were willing to 
channel long-term capital into Canadian manufacturing industry, some- 
times taking part of the equity of Canadian enterprises. If there was a 
problem in the relationship between banks and industry in pre-1914 
Britain, Marchildon argues, it was in the area of demand for, rather than 
the supply of, capital. British industrial companies were less optimistic 
about their future earnings potential than their Canadian or American 
counterparts. As a result, they preferred to rely on capital plough-back 
and short-term bank finance rather than distribute shares to financiers. 
This policy reduced the attractiveness of domestic British industrial issues 
to British investment banks. Marchildon’s article represents a substantial 
re-inforcement to those scholars who have argued that demand rather 
than supply factors explain any lack of involvement by British financial 
institutions in domestic industry.? The issues are complex, but the 
Marchildon view of the pre-1914 City as a cluster of innovative and 
flexible business institutions carries conviction, and is supported by other 
more recent research.’ 

Lamoreaux provides another transatlantic insight on a traditional area 
of criticism of the British financial system: the short-term lending policies 
of British banks. The focus of her article is the shift towards short-term 
lending to commercial borrowers and the trend away from the long- 
term relations with industrial enterprises which became pronounced in 
late nineteenth-century New England banking. Lamoreaux offers a new 
interpretation. A growth in the number of banks and a rise in deposits 
increased the interdependence of the banking system and made each 
institution vulnerable to runs provoked by imprudent policies pursued 
by competitors. The pressure for short-term loans came from bank 
reformers trying to increase the ability of bank boards to control the 
lending decisions of their managers, and so prevent imprudent banking. 
There are, Lamoreaux speculates, important comparative lessons in 
the New England story for British and German banking. In Britain an 
expansion in the number of banks in the second half of the nineteenth 
century also caused instability, and the observed shift into short-term 
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lending in this period may have been a response, designed to restore 
prudential standards. In contrast, the more concentrated German bank- 
Ing system felt little pressure to focus on short-term lending to prevent 
dangerous behaviour by individual institutions. 

The focus of Cassis’ contribution to this collection is the bankers and 
financiers themselves. During the last decade Cassis has written a series 
of studies on the financial elites of Britain, and more recently, Switzer- 
land.‘ In this new study he offers a comparative analysis of the financial 
elites of three European financial centres — London, Paris and Berlin — 
between the 1880s and the 1930s. Cassis begins by rehearsing the dif- 
ferences and similarities between these centres. The City of London is 
cast, as in the Marchildon article, as a particularly flexible centre before 
1914, especially in its openness to initiatives by entrepreneurial firms. 
There were both similarities and differences between the financial elites 
active in the three cities. Surprisingly, Cassis suggests that the directors 
of British banks had a higher level of formal education than their 
German counterparts before 1914, although differences in the organi- 
sational structure of British and German banks make exact comparisons 
difficult. The financial elites in all three countries led a privileged life with 
Close links to their respective political and administrative elites. However 
the British banking elite had made most progress in being integrated into 
the aristocracy. In France, bankers laboured under a popular suspicion of 
their caste and industrialists had more prestige than in England, while 
in Germany industry carried even more prestige. The fact that Berlin 
bankers were often Jews was a major obstacle to their integration into the 
ruling elite. 

Swedish economic history since the late nineteenth century is to some 
extent a mirror image of that of the United Kingdom. Over this period 
Britain experienced a relative economic decline which, by 1991, had 
both reduced living standards to below the western European average, 
and kept an anguished army of historians occupied in seaching for 
the cause of her national malaise. Sweden, in contrast, experienced 
long-term economic growth rates above the European average which 
produced high living standards and a competitive (if far from perfect) 
economy. While the British ‘decline literature’ has often focused on that 
country’s dismal educational tradition and the alleged inadequacies 
of the financial system,’ Swedish success has often been attributed 
to a ‘universally high level of education’,‘ and a financial system which 
actively promoted industrial development. 

Such a picture can fall into the trap of facile over-simplifications, to 
which Hans SjSgren’s essay on the Swedish financial system provides a 
valuable antidote. Sweden had evolved by the inter-war years a ‘bank- 
orientated’ financial system rather than the ‘market-orientated’ one 
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characteristic of Anglo-Saxon economies, but — Sjögren shows — a proper 
understanding of bank-industry relations has to reach beyond such 
general descriptions. SjOgren’s uses modern institutional theory to take 
the analysis of the Swedish situation further. In a bank-orientated system, 
banks and borrowers make long-term credit contracts which are rein- 
forced by ownership contracts as the bank seek to monitor the behaviour 
of their customers. In the 1920s Swedish banks, like their British equi- 
valents, found themselves with large loans to companies which could not 
be repaid. Unlike the British banks operating within a market-orientated 
system, the Swedish banks placed directors on corporate boards and used 
their power to enforce desired industrial strategies. In Sweden many 
contracts were informal or ‘gentlemen’s agreements’, a phenomenon 
which probably stems at least in part from the high trust levels and 
‘groupism’ observable in Swedish culture.’ 

The final essay on financial systems, by Geiger and Ross, examines 
how the implementation of monetary policy can be substantially affected 
by the institutional relationships existing between a government, its 
central bank and the banking system. Their evidence comes from Britain 
and the Federal Republic of Germany in the early 1950s. Both countries 
encountered inflationary problems during the Korean War boom, and 
both systems found themselves lacking the ideal institutional framework 
to deal with the situation. The Americans had imposed an independent 
central banking system on Germany, but the federal central bank had to 
share its powers with state central banks, and this system and the highly 
competitive banking structure complicated the monetary policy trans- 
mission mechanism. The German federal central bank eventually 
responded to the problem by introducing measures to enhance its 
control over policy implementation. In Britain monetary policy was 
uncomfortably divided between the government and the Bank of 
England, which retained substantial independence despite nationalisa- 
tion in 1946. The upshot was serious difficulties in enforcing effective 
monetary policies. B.W.E. Alford has recently characterised the Bank of 
England and the British Treasury after 1945 ‘as the two Ugly Sisters 
who through their actions succeeded in making the British economy the 
Cinderella of the industrialised world’. Geiger and Ross, by demonstrat- 
ing the inability of the ‘Sisters’ even to agree on a single policy, add a new 
dimension to such a view. 

The articles by Marchildon and Cassis stress the flexibility of dynamism 
of the nineteenth-century City of London. An illustration of that vigour 
was that it became the base for a large number of multinational and 
international banks. Before 1914 Britain was the world’s leading multi- 
national banker, with around 30 British banks operating nearly 1,300 
overseas branches. No other country could match the size and depth of 
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British multinational banking. American banks, for example, operated 
only a handful of foreign branches before 1914.° The three remaining 
articles in this volume discuss aspects of the international banking activity 
centred on London. 

Cottrell examines the nineteenth-century origins of British multina- 
tional banking. A distinguishing feature of the British overseas banks of 
this period was their separation from domestic banks. In other countries 
domestic banks established foreign branches or affiliates, but in Britain 
the overseas banks were ‘free-standing’ corporate entities with no equity 
links with domestic banks, and no domestic business themselves. Cottrell 
shows, however, that this general picture needs some qualification. 
The London private bank of Glyn Mills promoted and, sometimes, 
provided senior management for a cluster of British overseas banks 
active in Europe, Latin America and elsewhere, suggesting that there 
were greater links between domestic and overseas banks than has been 
supposed. Further research is necessary to ascertain whether the family 
of overseas banks promoted by the Glyns functioned as any kind of real 
group, or simply went its diverse ways. The last history of Glyns was 
published in 1953,” and a new study of that enterpreneurial bank is badly 
needed. 

Some of the British overseas banks founded in the nineteenth century 
continued, in one form or another, in existence throughout the twentieth 
century and into the 1990s. Standard Chartered, the Hongkong & 
Shanghai Banking Corporation and ANZ (domiciled in Australia since 
1976) all trace their origins back to nineteenth-century British overseas 
banks. Other parts of the British overseas banking empire found homes 
within the Barclays and Lloyds banking groups. During the twentieth 
century, the British multinational banks faced enormous changes to 
their environment, as the international use of sterling declined, the 
British Empire was replaced by independent nation states, and as many 
countries developed and supported their own banking institutions. 
Recent research by business historians has focussed on the organisational 
and strategic flexibility of these British banks in the face of their rapidly 
changing environment. Bostock’s article is a contribution to this litera- 
ture. 

Bostock is concerned with the role of the British overseas banks in the 
provision of medium-and long-term finance in British colonial Africa 
after the Second World War. Traditionally the British banks active 
in these regions had concentrated on short-term commercial lending, 
investing part of local deposits in the London money market. They 
also largely restricted their customer base to expatriate Europeans and 
Asians, on the grounds that lending to indigenous Africans was too risky. 
During and after the war the banks came under pressure to assist the 
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economic development of these territories, wbile the inevitability, sooner 
or later, of their independence stimulated a new interest in lending to 
Africans. Bostock shows that there was a significant response by the 
British banks, three of which created new specialist subsidiaries to offer 
medium-term finance, while a fourth undertook such lending directly. In 
retrospect the new strategies of the banks appear less than radical but, she 
argues, at least their lending was more competent than that of the public 
sector agency established by the British government to promote colonial 
development, and at a crucial period they filled a perceived gap in the 
financial structures of the territories in which they operated. 

The final article, by Burk, examines an abortive attempt in the early 
1970s to reassemble a single Morgan international bank out of the 
three independent British and American institutions into which the old 
House of Morgan had divided. At a time of fast change and expanding 
opportunities in international finance, there appeared much to gain from 
an alliance between Morgan Grenfell, Morgan Guaranty and Morgan 
Stanley. Unfortunately, the Bank of England liked neither change in the 
City nor the sight of a British bank falling under the control of Americans. 
Differences in corporate and national culture provided further obstacles 
to the merger proposals, which finally ran aground at a honeymooners’ 
hotel in Bermuda. As Burk concludes, Morgan Grenfell, fuelled by 
optimism about London’s resurgence as an international financial centre, 
‘did not want to be run by Americans’. Ironically Morgan Grenfell fell 
into the hands of the Deutsche Bank just 15 years later, having been 
weakened in the era of scandal and corruption which marred parts of 
British corporate life in the late Thatcher era. 

If national differences helped wreck the Morgan merger proposals, it is 
hoped that at least this collection of essays has demonstrated that they can 
have a positive role in stimulating new ideas and research agendas in 
banking and financial history. This volume is one of a number of new 
comparative studies in this area," which will help to deepen and enrich 
our understanding of one of the most under-researched parts of our 
business past. 
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Conflicting Views on Fiat Currency: Britain 
and its North American Colonies in the 
Eighteenth Century 


EDWIN J. PERKINS 
University of Southern California 


Political and business attitudes concerning the inclusion of fiat currency 
in the money stock differed tremendously between England and Great 
Britain’s North American colonies in the eighteenth century. All 13 
American colonies, at one time or another, embraced the emission of fiat 
paper as a supplement to the circulating coinage, whereas Parliament 
vehemently disavowed any possibility of its issuance in England and 
generally discouraged its usage anywhere within the British Empire. 
As the years passed, frequent disagreements over the management of 
monetary affairs within the Empire soured relations between colonies 
and crown. From Parliament’s passage of the Current Act of 1764 until its 
modification in 1773, the controversy over the emission of fiat currency 
was, after taxation, the second most divisive issue in imperial relations, 
and it ranks high among the underlying causes for the American rebel- 
lion in the mid-1770s. This article examines how these transatlantic dif- 
ferences in theory and practice arose, and why they persisted for so long.’ 


England 

By the eighteenth century, most political and business leaders in England 
held diametrically opposed opinions regarding the legitimacy of the two 
main forms of paper money. As a rule, they voiced few objections to 
emissions of paper monies by chartered banks and most private firms 
whenever these issuers stood ready to convert currency into coin or 
bullion upon demand by drawing upon their accumulated reserves. 
Convertible paper money was recognized both as a convenient medium 
of exchange and also, since it rarely depreciated, as a relatively safe 
means of holding wealth. At the same time, British leaders generally 
opposed emissions of fiat currencies by governmental bodies, including 
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Parliament itself, because history had shown, or at least the European 
history with which they were generally familiar had revealed very clearly, 
that fiat monies invariably depreciated and caused havoc within a 
national economy. Members of parliamentary committees with responsi- 
bility for colonial affairs drew upon their wisdom and experience to steer 
political subunits away from the potential dangers of fiat currencies. In 
North America, however, they met persistent opposition from local 
leaders who cited consistently favourable results with unconvertible 
governmental issues. 

To round out the argument before proceeding to more controversial 
matters, we should discuss briefly the form of paper money to which few 
critics in Britain raised substantial objections, namely currencies and 
banknotes issued by chartered banks and private firms. The origins of 
circulating private monies can be traced mainly to the functions of gold- 
smiths. They issued warehouse receipts to depositors of specie, and these 
receipts evolved into negotiable instruments which circulated as money, 
starting in the seventeenth century. At first goldsmiths held one hundred 
per cent reserves, but over the years they discovered that holding only 
fractional reserves against their note issue was reasonably prudent. Later 
several mercantile houses also entered the financial services market, 
providing banking and other more sophisticated financial services for 
their regular customers. Firms engaged in banking made loans both 
through deposit creation and the issuance of non-legal tender promissory 
notes convertible into coin at their premises. 

In 1694, as is well known, Parliament granted a limited-liability charter 
to the Bank of England. During the next six decades, three public banks 
in Scotland likewise received limited-liability charters.* These chartered 
institutions issued currencies supported by specie reserves. The Bank of 
England emitted currency only in large denominations so that few of its 
bills circulated among the general population, but the Scottish banks 
printed currency in small denominations — £1 and even lower — and paper 
money eventually replaced much of the circulating coinage in Scotland. 
In both England and Scotland, the paper monies of the chartered banks 
were convertible into specie upon demand, and despite the limited lia- 
bility clauses in their charters, the public had faith in their solvency and 
viability.’ 

Non-chartered private bankers in England and Scotland operated 
without the protection of limited liability. If specie reserves proved 
inadequate or loans went sour, currency holders were free to proceed 
through the courts against the business and personal assets of issuers. The 
unlimited liability of currency issuers gave the appearance of safety which 
led most public figures to adopt a tolerant attitude toward the operations 
of private bankers, including many firms operating on a small scale. In 
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connection with negotiations over an extension of the charter for the 
Bank of England in 1708, however, the new regulations stipulated that no 
unchartered business firm with more than six partners was permitted to 
issue currency anywhere within the empire, thereby excluding large joint- 
stock enterprises from entering this financial activity. 

D.M. Joslin estimated that the number of private bankers in London, 
which stook at 24 in 1725, had risen to 51 by 1776.‘ Private banks typically 
held greater deposit than currency liabilities, and specie reserves were 
normally more than adequate to permit continuous conversion. Only five 
bankruptcies among London’s private bankers occurred between 1745 
and 1771, and there is no indication that the holders of private monies by 
these five firms ever suffered any serious losses. Until the credit crisis of 
1772, which came late in the North American colonial era, few Scottish 
banks had failed.* The outstanding record of private bankers in support- 
ing the value of their currency issues led policy-makers in Great Britain to 
look favourably on paper money supported by specie reserves in the first 
six decades of the eighteenth century. 

On the other hand, English political leaders were nearly unanimous 
in their opposition to the emission of inconvertible fiat currencies by 
governmental bodies. Their views reflected prevailing monetary theories 
and were buttressed by historical precedent. The prime objection to fiat 
monies was the danger of a steady and irreversible depreciation, which 
could arise because of over-issue and inadequate backing. The irregular 
discoveries of gold and silver set reasonably finite limits on monetary 
stocks consisting of coins minted from precious metals as well as currency 
issues supported by adequate reserves of specie, whereas huge volumes 
of fiat paper in denominations, large and small, could be printed by 
irresponsible governments within days. Without effective controls, the 
temptation to resort to the printing press to acquire spending power, 
rather than through the mechanism of taxation or public borrowing, was 
viewed as simply too great for any government to resist once the barrier 
had been breached. Over-issue led invariably to depreciation, which 
cheated lenders, unduly rewarded borrowers, and left a nation’s financial 
system in disarray. 

Moreover, recent experiences in Europe supported what prevailing 
theories about fiat monies had predicted. The only sustained government 
experiment in the issuance of non-metallic monies by the English crown 
in the seventeenth century had ended disastrously. Starting in 1667, 
during the reign of Charles II, the Exchequer began emitting what soon 
became negotiable orders; large denomination orders were issued to 
persons making specie loans, while amounts as low as £1 to £5 went to 
purchase routine supplies. These so-called Exchequer Orders were tax 
anticipation notes, meaning that as taxes were subsequently collected, 
the outstanding orders were scheduled for redemption in the exact 
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sequence as originally issued. The orders carried an interest rate com- 
ponent and thus increased in redemption value over time. Since the 
orders were easily transferable, they became a convenient medium of 
exchange — in other words, paper money.‘ 

Exchequer Orders held their value relative to coin for several years. 
The initial series were redeemed according to plan, and the holders of 
orders still in circulation remained confident about their ultimate 
redemption in specie. But the crown was pressed for additional financing 
to support military spending. As a convenient alternative to raising taxes, 
more paper was issued, and the redemptions of prior orders began to run 
behind schedule. Once public doubts had arisen, the paper began passing 
at discounts visdvis specie. In 1672, only five years after the inauguration 
of the programme, the Exchequer suddenly stopped payment on most of 
its interestbearing orders. Estimates of the aggregate sums outstanding 
range from £1.3 to £2.25 million. Most of the suspended orders were held 
by persons of substantial wealth who presumably held them as an invest- 
ment vehicle; two goldsmiths alone accounted for approximately 60 per 
cent of the total. How many orders actually circulated as part of the 
money supply is unknown, but this failed experiment with a variation of 
fiat currency had a powerful influence on the attitudes of later genera- 
tions. 

The lessons learned under Charles II confirmed the suspicions of critics 
about the dangers of experiments with fiat monies. Without any means of 
converting the Exchequer Orders into specie at face value upon demand, 
holders were completely dependent on the resolve of the crown to collect 
sufficient taxes in the future, and, second, to use those revenues to 
redeem debt obligations on schedule. The stoppage of payments in 1672 
was proof enough of the inherent dangers for the vast majority in Parlia- 
ment; thereafter members were adamantly opposed to any scheme 
designed to permit the emission of any financial instrument which might 
function as fiat paper. Despite a shortage of silver coins of intermediate 
values to promote the convenient exchange of goods and services in 
eighteenthcentury England, Parliament held to a strictly metallic stan- 
dard. 

The prejudices against paper money were reinforced by the financial 
scandal in France linked to the infamous Scotsman, John Law. After 
gaining the confidence of the regent for Louis XV, Law was permitted to 
open a chartered bank in 1716 to aid the government in financing its 
outstanding debt. He eventually issued an enormous volume of paper 
notes supposedly backed in full by specie resting in the bank’s vaults; but, 
in truth, the vaults were virtually empty. The whole scheme finally 
collapsed in 1720, disrupting temporarily the French financial system and 
its national economy.’ 
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Because of the fiascos in England in 1672 and France in 1720, objec- 
tions in Parliament were so great that members never gave serious con- 
sideration to any proposal for the emission of any form of fiat currency in 
the home economy or any British dominion. Ample reservations existed 
about the propriety and practicality of the unproven system of fiat 
currency. Some persons held very strong views — arguing that all paper 
money, including convertible notes as well as fiat paper, was an evil 
concept which contradicted every established principle of nature, the will 
of God, or higher authority in general. Morality and economics were 
frequently intermixed in discussion of monetary affairs in general, and 
with reference to fiat paper in particular. When paper money in small to 
intermediate dominations finally entered the English economy, it was 
issued strictly by private banks, not Parliament. Indeed, paper money 
was not commonly held by the English public until very late in the 
eighteenth century, many decades after its widespread acceptance as a 
convenient medium of exchange in several North American colonies and 
Scotland. 


North American Colonies 


Public attitudes toward the issuance of fiat monies by governmental units 
were radically different in the 13 colonies than in England. In North 
America, pragmatism and a fair degree of selfrestraint triumphed over 
theoretical abstractions and moralistic pronouncements in most colonies. 
Based on their own experiences, the colonists in over half the North 
American provinces concluded that fiat currency, when properly backed 
either by public taxation or private mortgages, provided a useful supple- 
ment to the money stock. It augmented, but never permanently dis- 
placed, the foreign coins, mainly Spanish in origin, which circulated 
among the population. All 13 colonies experimented with some form of 
fiat currency. Despite instances of heavy depreciation in five colonies, all 
of which occurred during the first half of the eighteenth century, nine 
legislatures continued to emit paper money until the outbreak of the 
American rebellion in the 1770s. Moreover, seven state legislatures 
remained active in monetary affairs in the 1780s — until ratification of the 
Constitution outlawed new issues of fiat monies by state governments in 
the US federal system.' 

The conflicts surrounding fiat currency in the colonial era pitted the 
Board of Trade in London, which claimed the authority to disallow any 
local acts that violated English law or its interpretation of parliamentary 
intent, against separate and distinct provincial legislatures.’ After the 
Exchequer’s stoppage in 1672, the membership of the Board of Trade 
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reflected the strong reservations of parliamentary leaders about the 
propriety of fiat monies at home and abroad. In later years, board 
members were pressured to uphold their convictions by British mercan- 
tile creditors who were becoming increasingly fearful about the exchange 
risks associated with debt collections in colonies where fiat monies had 
legal tender status. Accordingly, Parliament passed two acts, one in 1751 
and a second in 1764, which limited the powers of colonial legislatures to 
issue fresh emissions of currency. The latter act, and the board’s efforts to 
enforce it, sparked off heated political opposition in North America. 
Beyond New England, colonial leaders viewed the legitimacy of fiat 
money in an entirely different light, and they increasingly resented the 
interference of English officials in this sphere of their domestic affairs. 

The initial emission of fiat currency, typically called ‘bills of credit’ in 
this era, came in Massachusetts in 1690. The treasury was short of funds 
to cover the salaries of soldiers returning from a military campaign, and 
the legislature resorted to the printing press as an expedient. Over the 
next few years, these paper monies were retired on schedule through tax 
collections. The success of the first paper money scheme encouraged the 
Massachusetts legislature to repeat the experiment again and again over 
the next half century, and other colonies soon became imitators. When 
Virginia joined the ranks in 1755, every colony had become involved in 
the process of issuing and redeeming fiat currency. Whenever any of the 
provincial legislatures authorised fresh currency emission, it usually 
specified the future redemption date, ranging from two to 20 years 
depending upon a host of considerations. Currency issues were retired 
either in stages or all at once in the maturation year. 

Colonial currency was invariably designated as legal tender in the 
payment of provincial taxes and sometimes in the settlement of private 
debts. There was little uniformity regarding the terms and conditions of 
consecutive issues even within a single colony; some included an interest 
rate component, others had none. Currency was issued in a range of 
denominations, from large bills like £20 colonial down to amounts as low 
as one shilling in four colonies.” Over half the bills in circulation were for 
amounts less than ten shillings, which made them widely accessible and 
convenient for routine purchases of everyday items. (In this respect, the 
colonies mirrored Scotland where banknotes in small denominations 
circulated widely as well.) The currency issued in one colony frequently 
spilled over the borders into neighbouring colonies, where it was ac- 
cepted on a voluntary basis and valued at prevailing exchange rates. For 
example, a merchant active in the city of New York, in addition to 
possessing quantities of Spanish, Portuguese, Dutch, and English coins, 
might also hold in his cash box the currencies of New York, Pennsylvania, 
and New Jersey. 
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Colonial currency fell into two broad categories. What distinguished 
the two were differing backing techniques, meaning the mechanisms by 
which they supposedly were to maintain their face value relative to 
coin, bullion, and foreign exchange. In one category were essentially 
tax anticipation notes like those first issued in Massachusetts in 1690. 
The provincial legislatures issued currency with the explicit proviso that 
outstanding sums would be fully retired from proceeds of future tax 
collections. Some emissions stipulated the payment of interest. (The 
interest-bearing bills of credit were similar in character to the Exchequer 
Orders issued in the reign of Charles II.) A final extinction date ranging 
from two to 20 years was established for each authorised series. When 
legislatures acted responsibly by moderating the volume of paper in 
circulation and diligently followed the redemption schedules, the value 
of their currencies remained fairly stable for decades — with Connecticut 
the sole exception because of unusual circumstances." New York, 
Pennsylvania, New Jersey, Maryland and Virginia all had excellent 
records of paper money price stability. 

The first Massachusetts issue had been prompted by a financial emer- 
gency, but colonial legislatures in subsequent decades discovered new 
reasons for emitting fiat paper. An emergency or minor fiscal crisis was 
not a prerequisite for legislative action after 1710. Some issues were 
authorised simply to provide the population with monies in small, con- 
venient denominations — for example, in Maryland in the 1730s — or 
because voters decided to delay the imposition and collection of taxes for 
a few additional years. In Pennsylvannia in the 1720s, the legislature, in a 
move foreshadowing the techniques of Keynesian deficit spending, voted 
to emit fiat currency in an effort to stimulate local demand and reverse 
an economic downturn.” The local economy, in fact, revived soon 
thereafter, and legislative supporters of the currency emission claimed 
at least partial credit for the favourable outcome. The need to finance 
military adventures, mainly against Indian tribes on the frontier or 
French forces in Canada, continued to be cited as the prime justification 
for the authorisation of new emissions of fiat currency in most colonies. 
Nonetheless, in regions where fiat currency was still legally permissible 
after mid-century, it remained a vital component of the money stock 
irrespective of prevailing military or political considerations. 

The American experience with fiat paper was less than perfect, how- 
ever, and during the first half of the century some currencies lost purchas- 
ing power and steadily depreciated. Several colonies became increas- 
ingly lax about retiring outstanding currency. Previous emissions were 
simply rolled over and kept in circulation because citizens instructed their 
representatives not to vote the required taxes. In these instances the 
value of paper money depreciated sharply and irreversibly in relation to 


CONFLICTING VIEWS ON FIAT CURRENCY 15 


coins and financial instruments denominated in sound foreign monies — 
such as sterling bills of exchange. 

The main offenders were the New England colonies — Massachusetts, 
Connecticut, New Hampshire and Rhode Island — from 1730 to 1750 plus 
the Carolinas (North and South were then a united province) from 1710 
to 1725. Their performances paralleled what sceptics in England had 
predicted about the likely outcome of risky experiments involving fiat 
currencies. Parliamentary restrictions were therefore imposed. South 
Carolina was allowed to maintain indefinitely the volume of paper cir- 
culating as of 1731, but it was not permitted to add any new monies — 
except temporary emissions during wartime emergencies. With passage 
of the Currency Act 1751, Parliament likewise outlawed any new emis- 
sions of fiat monies in New England; currency issues already outstanding 
were permitted to circulate until their scheduled maturity dates, how- 
ever.” To facilitate a speedy transition from paper to hard money, 
Parliament paid a substantial subsidy — mostly in Spanish coin — to 
reimburse the colonies for expenses incurred in recent military campaigns 
against the French in Canada. To permit some flexibility in managing 
periodic budget deficits, the New England colonies were allowed to issue 
treasury notes paying up to the legal interest rate and maturing in two 
years or less. The vast majority of these notes were held as short-term 
investments and did not circulate as currency, according to Leslie Brock, 
the most dedicated scholar of colonial monetary systems.“ After mid- 
century the four New England colonies reverted to monetary systems 
based primarily on coinage until the rebellion. Meanwhile, the other nine 
colonies in the middle and southern regions retained the privilege of 
maintaining fiat currency as a component of their money stock, although 
every new legislative act was routinely subject to review by the Board of 
Trade and Privy Council in London and possible disallowance.” 

In the second monetary category was currency issued through the 
auspices of governmental loan offices, which functioned as agencies 
of the provincial legislatures. These offices were usually called land 
banks by contemporaries, but the name was an unfortunate misnomer 
according to modern standards because they neither accepted deposits 
nor performed a range of financial services. Instead, these governmental 
agencies granted mortgage loans to citizens with sufficient equity in real 
properties.”* In making these loans, they issued freshly printed currency 
which was often indistinguishable in design from tax anticipation notes — 
the alternative form of fiat currency described above. In authorising a 
new emission of currency, legislatures frequently allocated a certain sum 
to meet the recurring expenditures of government and a complementary 
amount for issuance through the loan office. In most colonies both forms 
of fiat currency circulated in tandem throughout the provincial economy. 
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Colonial borrowers were typically eligible to borrow amounts ranging 
up to one-half of the market value of land and one-third of the market 
value of residences. The latter provision allowed some artisans to obtain 
loans, although the vast majority of borrowers were yeoman farmers and 
owners of large agricultural estates. No restrictions were placed on the 
use of borrowed funds; most borrowers used the proceeds to invest in 
other productive assets, but they were free to spend the money on high 
living and luxury goods as well. 

To guarantee wide access to credit facilities, the legislatures placed 
limits on how much money an individual could borrow from the loan 
office. In New York, for example, the minimum loan was £25 colonial up 
to maximum of £100 colonial. Most colonies had similar programmes 
designed to prevent a few wealthy persons from depleting the pool of 
loanable funds. Loan terms typically ran from eight to 12 years for initial 
borrowers, with amortisation schedules stipulating annualinstallments of 
interest and principal. The currency collected to cover the repayment of 
principal was either retired from circulation or reloaned to other eligible 
borrowers.” 

This mechanism of issuance was highly conducive to the prevention 
of monetary depreciation, since in the absence of a collapse in real 
estate values, which never happened in the colonies on a grand scale, 
the currency was amply secured by private mortgages. Meanwhile, the 
currency was in steady demand because borrowers were required to 
make annual payments consisting of accrued interest plus a fraction of 
the principal to the loan office. The responsibility for repayment of the 
loans, and thereby the retirement of outstanding currency, rested on the 
shoulders of private parties, not on the will of the elected legislators to 
approve the collection of new taxes. If a debtor failed to repay an 
outstanding mortgage, the loan office foreclosed, sold the property, and 
used the proceeds to sink the paper money. Defaults were low and losses 
rare — with the exception of the operations of loan offices in South 
Carolina and Rhode Island prior to 1750, where hundreds of borrowers 
conspired to evade repayment. Elsewhere, however, this form of asset- 
backed currency generally had an outstanding record in terms of main- 
taining its value relative to specie and other sterling substitutes. 

In addition to injecting a reliable currency into the overall money 
stock, these mortgage loans generated a steady stream of interest income 
for provincial governments. Interest rates varied among the 13 colonies, 
climbing as high as 12.5 per cent in the Carolinas early in the eighteenth 
century. In the middle colonies, government loans carried interest rates 
from 5 to 6 per cent, which were extremely low rates for a region 
chronically short of long term capital. In Connecticut the rates fell to as 
low as 3 per cent in 1740." The low rates on public funds reflected, in part, 
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religious concerns about usury; in most colonies the legal maximum on 
private loans, irrespective of the length of maturity dates, was restricted 
to 5 to 8 per cent. The legislatures welcomed these interest revenues 
as a supplement to tax collections. In several colonies — including New 
Jersey, Pennsylvania, and New York —interest revenues from loan offices 
covered nearly all provincial expenditures in some years. As a result, the 
tax burden imposed on the general population by their legislatures was 
slight, or even zero, in certain provinces for years.” 


Ul 


Private Monetary Initiatives 


Although the 13 colonial legislatures were far and away the over- 
whelming issuers of currency, in order to lay claim to a reasonable degree 
of comprehensive coverage, we should also mention a few abortive initia- 
tives by private parties. None of these private monetary experiments 
were sustained. Indeed, one of the most lingering and perplexing 
mysteries relating to colonial financial history, generally speaking, is why 
no individual issuers — or partnerships with up to six members, as per- 
mitted by British statute law dating back to 1708 — ever developed a long- 
term commitment to the issuance of monies convertible into coinage 
upon demand?” Why did no American counterparts of English private 
issuers arise in the leading American port cities — Philadelphia, New 
York, Boston, Newport, and Charleston? In London, not only did firms 
which had evolved from goldsmiths engage in this activity but sundry 
mercantile firms sometimes participated in private currency issuance 
as a sideline — a profitable means of employing capital and diversifying 
business interests. 

Several possible explanations have been offered to account for the 
American entrepreneurial failure. Some have suggested that there was 
too little hard money in the colonies to support a convertible currency or, 
alternatively, that private parties had insufficient capital resources to 
enter the private banking field. Neither argument holds up to scru- 
tiny. Substantial amounts of specie routinely circulated throughout the 
economy with the exception of a few crisis years, and merchants and 
other potential bankers faced no formidable obstacles in adjusting their 
asset portfolios to include adequate specie reserves. Most firms failed to 
accumulate hoards of specie not because of its scarcity but because it 
was a Sterile asset without earning power. Moreover, entrance into the 
banking field did not require a large capital — indeed no minimum was 
necessary either from a legal or practical standpoint. So long as a private 
party maintained sufficient reserves against outstanding currency liabili- 
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ties, the banking sector could be entered on a small scale and then 
expanded gradually over time, increasing in unison with the enhanced 
reputation of these private monies and the issuer's asset base. Numerous 
Philadelphia merchants, plus merchants in other urban centres, appear to 
have possessed the acumen to have diversified their business activities 
into a broader range of financial services, including private currency 
issue, yet to date none have been identified as making a significant 
commitment to the banking field. 

On three separate occasions, large groups of merchants acting in 
concert did create private mechanisms for issuing paper obligations which 
contemporaries believed had the potential of circulating as a medium of 
exchange. All were relatively short-lived experiments. One arose in 
Massachusetts in 1733, when negotiations between Governor Jonathan 
Belcher and the colonial legislature over a bill to authorise the emission of 
additional public monies had stalled. In response, numerous Boston 
merchants agreed among themselves to issue up to £100,000 in private 
note obligations redeemable in three stages over 10 years and compound- 
ing in value at the rate of 6 per cent per annum. The merchants planned to 
introduce the notes into the economy by offering them to creditors willing 
to accept the paper voluntarily in the settlement of outstanding debts 
and by lending them to persons offering good security. Belcher protested 
the actions of the merchants and questioned their legality, but the 
colony’s attorney general ruled in December 1735 that the notes did 
not violate any British laws, including the statute restricting currency 
issuance to private unincorporated firms with six principals or less. 
Surviving samples indicate that, while the notes often listed three to six 
signatures, their redemption in specie was not the joint responsibility of 
all the merchants who had agreed to co-operate in establishing the terms 
of issuance. Since the Boston merchants had never formed a joint-stock 
company with transferable shares, they likewise were not governed by 
the terms of the Bubble Act of 1720. 

Because the notes compounded at 6 per cent interest, their value soon 
rose to a premium via-d-vis the outstanding public monies, and the vast 
majority were soon hoarded and held as investments until their redemp- 
tion dates.” Given these circumstances, the Boston merchants’ notes do 
not seem to meet the criteria for classification as a circulating currency; 
they became instead an innovative and unusual source of intermediate 
and long-term financing for the merchant issuers, who were responsible 
for their redemption in stages — three-tenths after three years, another 
three-tenths after six years, and four-tenths and final retirement in the 
tenth year. Their characteristics suggest that these notes were fore- 
runners of the commercial paper that became a steady source of funding 
for many firms in the larger commercial centres in the nineteenth century. 
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In short, these instruments broadened the scope of local financial 
markets, but they did not provide a private substitute for governmental 
fiat issues. 

Less than a decade later, also in Massachusetts, two separate groups 
of investors made formal application to the legislature for charters to 
create private banks with the authority to issue currencies backed by two 
different sets of assets. Several hundred citizens from across the colony, 
led by mercantile organisers in the eastern towns, but including a number 
of persons of moderate landed wealth, sought permission to create 
a private land bank.” The currency was to be secured by loans against 
mortgaged property, and its mode of operations were designed to 
resemble very closely the public land offices which had functioned for 
several decades. The second group composed largely of a rival group of 
Boston merchants, generally more wealthy than the first, proposed to 
issue currency to be supported through the gradual accumulation of 
a specie fund over a period of 15 years to provide the means for redemp- 
tion. 

The legislature granted the two charters in 1740, and company officials 
promptly issued around £49,000 against mortgaged real estate and 
roughly £120,000 against the projected silver pool. Within weeks, 
Governor William Shirley, who had only recently taken office, sus- 
pended the charter bill, dissolved the bank, and promptly submitted the 
whole issue to imperial officials for resolution. Shirley was on solid 
ground in challenging the legitimacy of the whole project since Parlia- 
ment had reserved for itself the authority to grant charter powers to 
business enterprises, and just to close any loopholes, it formally extended 
the Bubble Act to the colonies in 1741. By June 1742 two-thirds of the 
land bank currency and nearly three-fifths of the specie bank currency 
had been recalled, and commissioners were appointed to oversee the 
steady withdrawal of the remainder.” 

The third instance of a collective private initiative on the monetary 
front occurred in Connecticut in 1732. A group of over 170 persons drawn 
from 53 towns were associated with the New London Society for Trade 
and Commerce. According to historian Bruce Stark, the members ‘did 
not differ markedly from the rest of the population’; over 70 per cent 
with identifiable occupations were farmers — with merchants, ship cap- 
tains, artisans, lawyers, and physicians accounting for the remainder.” 
Sponsors received formal permission from the legislature to establish a 
joint-stock company under a charter reasonably similar to those granted 
to parishes in the Congregational church, the dominant religion in the 
colony. Adopting an expansive view of the latitude expressed in the 
charter terms, the company’s elected officers quickly moved to create a 
private land bank. They made plans for the issuance of up to £30,000 
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secured by first mortgages against the lands of borrowers, many of whom 
where simultaneously stockholders. 

The New London Society issued about £15,000 between October 1732 
and January 1733. These bills had no built-in interest rate component, 
and therefore circulated as money just as the issuers had intended. But 
this monetary experiment stalled in mid-January 1733. Critics alleged 
that the society was exceeding its charter powers. In response to rising 
complaints, the legislature prohibited the issuance of any additional 
monies on the grounds that the enabling legislation had not granted the 
society the explicit right to print its own currency. In a counter effort 
designed to resolve the controversial affair, the legislature authorised the 
issuance of £50,000 in currency through the public loan office, with the 
stipulation that up to £15,000 be made available to members of the New 
Haven Society for the purpose of calling in the outstanding circulation. 
The society’s leadership accepted these terms, and the private bank 
began -calling in its monies and wound up its affairs over the next few 
years. Thus ended perhaps the boldest venture by a private firm to 
establish a competitive currency in the colonial era. The plan was killed 
by internal economic and political rivalries, although it seems doubtful 
that the original legislation, even if allowed to stand in Connecticut, 
would have survived a thorough review by the Board of Trade in London 
since the whole scheme appears to have been in direct conflict with 
provisions of the Bubble Act and possibly the 1708 statute regarding the 
issuance of currency by unchartered firms with multiple partners. 


IV 


Conflict with Board of Trade 


One of the major disputes between the North American legislatures and 
the Board of Trade in London during the two decades before the general 
rebellion centred on provisions in currency legislation related to the 
settlement of private debts. Colonial proponents of legal tender status 
for private debts claimed the requirement was necessary to maintain 
currency values, and they often prevailed in legislative debates. Although 
members of the board were always sceptical about legislative acts calling 
for the fresh issuance of fiat currency, they were generally willing to 
approve, albeit reluctantly, colonial legislation which stipulated legal 
tender status for public payments to tax collectors and governmental loan 
offices. But the board raised strong objections to provisions calling for 
legal tender status in private transactions, especially among debtors and 
creditors. 

The board was responsive to the concerns of English merchants who 
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conducted substantial trade with the colonies based on the extension 
of credit for as long as 18 to 24 months.” As the volume of Anglo- 
American trade grew after mid-century, English merchants became ever 
more fearful about being forced to accept payment for past-due debts in 
colonial currencies which fluctuated in value. Or stated in slightly more 
technical terms, English creditors were increasingly reluctant to assume 
the perceived risks associated with transactions denominated in colonial 
currencies. They preferred payment in specie or its equivalents — coinage 
or reliable bills of exchange drawn in sterling on accounts maintained in 
England. 

This problem was difficult to assess and resolve because different 
colonies had different experiences in regard to the amplitude of fluctua- 
tions in currency values. Moreover, the attitudes of English creditors 
shifted from year to year as well. When the values of colonial currencies 
were trending downward, English anxieties heightened; but when news 
arrived in London confirming the rebound in currency values, the mer- 
chants’ concerns abated. As a consequence, uncertainties and inconsis- 
tencies governed decision-making. The Board of Trade had hoped to 
formulate policies with universal applicability but different financial 
realities in individual colonies at different times made the achievement of 
that goal impossible.” 

When the board finally decided to take action, it moved in a heavy- 
handed manner. Under pressure from English creditors active in the 
American trade who wanted iron-clad protection from potential losses 
arising from fluctuating currency values in North America, the board 
induced Parliament to pass the Currency Act of 1764. The Act forbade 
new paper emissions which included any legal tender provisions whatso- 
ever, private or public. The members’ biases against any form of fiat 
currency was fully evident in drafting this Act. The new law applied to the 
nine colonies outside of New England where new paper money issues 
were still permissible after 1751.” 

The colonial legislatures effected by this legislation were indignant. 
They objected because, in most cases, their currency issues had been 
managed responsibly for decades and none had experienced irreversible 
depreciation. Currency values had sometimes fallen but invariably 
rebounded. Second, they saw no logical reason for denying legal tender 
status for public transactions since private creditors, including London 
merchants, were not be threatened by such provisions. The Currency Act 
of 1764 was viewed as nothing less than an attempt to curtail the use of fiat 
currency, which ran contrary to the wishes of colonial voters, and their 
leaders reacted defiantly. Some colonial leaders later charged that it was 
all part of a conspiratorial British ‘plot’ to exert increasingly greater 
control over events in North America. 
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Over the next decade, the legislatures continued to pass legislation 
authorising issuance of new currency with legal tender provisionsirrespec- 
tive of Parliament’s prohibition. By threatening to refuse payment of 
annual salaries, the legislatures coerced their respective royal governors 
into submitting new currency laws to the Board of Trade for approval. 
The board predictably disallowed some Acts, but after listening to special 
pleadings of colonial agents stationed in London, it reluctantly let others 
stand. In the early 1770s, for example, the board permitted both Pennsyl- 
vania and New York to emit currencies which were designated as legal 
tender in public payments. 

The prolonged controversy was finally resolved in 1773. Upon the 
board’s recommendation, Parliament amended the law to allow the con- 
tinued issuance of fiat currency with legal tender status in all transactions 
involving local and provincial governments, but not in private trans- 
actions. British creditors voiced no objections to this alteration in the 
statute since they remained fully protected from the risks of fluctuating 
currency rates in the colonies. In retrospect, the extension of the law to 
public sector payments in 1764 had served no useful purpose, and wiser 
heads sponsored its deletion. The English effort to root out the heresy of 
fiat paper and thereby purify the North American financial system was 
perhaps a well intentioned paternalistic policy, but it proved extremely 
unpopular in the colonies. 

Some colonists wanted wholesale repeal of the 1764 Act, but most 
were Willing to settle for an easing of its harsh terms.” Yet it took nearly 
a decade of unproductive wrangling to accomplish that end. The issue 
was difficult to resolve because imperial officials and colonial leaders 
possessed radically divergent opinions about the propriety of fiat currency. 
The contest of wills, which raged concurrently with even more heated 
debates over the new taxes prescribed in the Stamp and Townshend Acts, 
left many leaders on both sides suspicious about the motivations of their 
transatlantic adversaries. 

With the benefit of two centuries of hindsight and a clearer understand- 
ing of how monetary affairs unfolded in the colonies, it seems fair to 
conclude that the Board of Trade’s reservations about the currency 
emissions of the middle and southern colonies in third quarter of 
the eighteenth century were overdrawn and exaggerated. Contrary to 
English expectations, all nine colonies had managed their currency issues 
exceedingly well after 1750; none had suffered irreversible depreciation. 
Their legislatures had exercised restraint in authorising new issues, and in 
no case had Gresham’s Law taken effect — that is, fiat currency had not 
driven coinage out of circulation since paper and coin remained comple- 
mentary components of the overall money stock. Tax revenues were 
collected on a regular basis to sink the colonies’ tax-anticipating notes, 
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while individual borrowers paid off their mortgage notes in timely fashion 
and provided the funds to redeem the currency issued through govern- 
ment loan offices. Occasionally, English mercantile creditors suffered 
minor losses before the mid-1760s because of the volatility of currency 
rates over a period of several years, but colonial courts usually took into 
account changes in the market value of monies when adjudicating cases 
related to private debts long past due. Nevertheless, English fears of 
potential losses in distant markets were genuine, and the compromise 
solution reached in 1773 was prudent and sensible under the circum- 
stances. 

Although most English critics condemned the American attachment to 
fiat paper, almost coincidental with independence, Adam Smith offered a 
more sympathetic view in the text of his famous inquiry into the true 
wealth of nations. First, Smith argued that the use of flat currency was a 
choice deliberately made by the colonists rather than an unwanted out- 
come necessitated by the scarcity of metals — an argument that many 
contemporaries had erroneously advanced. The substitution of paper for 
coinage was a perfectly rational decision, Smith asserted, because it 
allowed the colonies to optimise the economic returns on the resources at 
their disposal; in other words, they could make a partial substitution of 
specie with paper and thereby export a portion of their hard monies 
overseas to acquire other more productive assets. Smith was reluctant 
to endorse fiat currency as a superior mechanism to private paper backed 
by specie reserves, yet he readily admitted that several North American 
colonies had behaved responsibly in managing their unorthodox mone- 
tary systems, and he expressed admiration for those legislatures which 
had derived an interest revenue from granting well-secured mortgage 
loans to citizens.” 

Ironically, the political and military events in the 1770s and 1780s that 
resulted in independence from Great Britain also forced Americans to 
reassess their attitudes toward the inclusion of fiat currency in the money 
stock. Over half of the war costs were financed by the issuance of fiat 
currencies by the Continental Congress and the individual states. The 
various fiat monies generally held their value during the early years of the 
war, but after 1776 they depreciated at accelerating rates. The nominal 
value of new currency issued between 1774 and 1779 exceeded the value 
of the coinage in circulation at the start of the war, and Gresham’s Law 
went into operation. Coins were hoarded or exported. By 1780 the 
market exchange rate between currency and specie was 100:1 and a year 
later the wartime issues had become virtually worthless. 

This negative experience with fiat currency during wartime conditions 
altered American opinions about its merits. Although seven states 
reissued paper money in modest amounts after the signing of the Treaty 
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of Paris in 1783 and most of these post-war issues resisted steady depre- 
ciation, the drafters of the Constitution in 1787 voted to deny state 
governments the privilege of emitting fiat currency either through the 
device of tax anticipation notes or the operations of mortgage loan 
offices. Currencies already emitted were permitted to remain in circu- 
lation until their respective expiration dates in the 1790s or early in the 
next century, but the American experiment with fiat paper temporarily 
ended — not to be revived again until the Civil War emergency led both 
the Union and Confederate governments once again into the realm of 
inconvertible paper money. 

As a consequence, British and American attitudes regarding the 
proper composition of the money stock had more in common during the 
last decade of the eighteenth century than at any date since 1690. In both 
nations the money supply consisted of coinage as well paper monies 
issued by private and chartered banks. During the 1780s three state- 
chartered commercial banks were founded in the United States in Phila- 
delphia, New York and Boston; in the 1790s the First Bank of the United 
States received a charter from Congress with the privilege of opening 
branch offices throughout the nation. By 1800 nearly 30 state-chartered 
banks were in operation, and during the next decade and one half over 
200 additional state-chartered banks opened their doors. Across the 
Atlantic Ocean, the Bank of England maintained its position as the 
leading supplier of paper money in Great Britain, and with the addition of 
the £5 banknote to its denominational structure in the early 1790s, its 
currency circulated much more widely among the middle classes. In 
Scotland, meanwhile, 18 banks of issue continued to print banknotes 
in amounts as small as £1 as they had done for decades. J. Clapham 
estimated the number of private bankers in London at the turn of the 
century at ‘nearly seventy’, while the number of country bankers in 
England and Wales had climbed to 370, according to L.S. Pressnell.” 


v 

Conclusion 

Public attitudes about the legitimacy of fiat currency in Great Britain and 
its North American colonies were sharply at variance in the eighteenth 
century. Political and business leaders in Britain were generally receptive 
to paper monies continuously convertible into specie whether issued by 
chartered banks or private firms with unlimited liability. But they drew 
the line at the prospect of the government emitting a circulating paper 
supported either by future taxation or private mortgages. Given 
the failed financial experiments with fiat currencies under two kings, 
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Charles II and Louis XV of France, the tenuous backing for these monies 
appeared too risky for British sensibilities. That negative outlook was 
reflected in the rulings and legislative initiatives of members of the Board 
of Trade which had primary responsibility for economic affairs in the 
colonies. 

In British dominions in North America, however, colonial leaders 
experienced surprising success with a system of flat currency, especially in 
the region from New York to North Carolina. No banks emerged in the 
colonies to issue paper money convertible into specie on a sustained 
basis; thus that form of paper money never became a viable option in the 
American context. Instead the colonists supplemented the supply of 
coinage, which was mostly Spanish in origin, with emissions of fiat 
currency by governmental units. During the first half of the century, the 
record was uneven. The four New England colonies plus South Carolina 
had successful financial regimes for several decades, but the temptation 
to forestall collection of the taxes required to support monetary values 
finally proved too great. These colonies were unable to hold the financial 
reins in check, eventually succumbing to ruinous currency depreciation. 
Events in those five colonies corresponded with the expectations of 
European critics of fiat monies. Parliament’s passage of the Currency Act 
1751 moved the New England colonies back toward a hardmoney stan- 
dard, where they remained until the 1770s. 

Eight other colonies managed their fiat emissions much more effec- 
tively, however, and none fell victim to irrepressible depreciation. These 
governments were genuine innovators in the persistent use of inconver- 
tible public monies. Their fiat currency was not only a useful medium of 
exchange but also a reasonably reliable store of value over the long run. 
Fiat monies entered the money stock in two different ways and were 
supported in the financial markets by two distinct backing systems. Tax 
anticipation issues, some with maturity dates as distant as 10 to 20 years, 
were emitted directly by colonial treasuries and later redeemed from 
public revenues. Government loan offices — usually called land banks in 
the eighteenth century — issued currency to citizens mortgaging their 
properties for periods up to 15 years, and principal repayments, typically 
amortised over the life of the loan, provided the mechanism for retiring 
the paper. If borrowers defaulted, the property was sold and the proceeds 
were used to accomplish the same purpose. Meanwhile, the annual 
interest payments on these mortgage loans was often sufficient to make a 
substantial dent in provincial budgets, which were low since Parliament 
provided most of the funds required to defend the Empire on land and at 
sea, including the North American continent and North Atlantic Ocean. 

Despite the solid record of these eight colonies, the Board of Trade, its 
members philosophically opposed to fiat currency and under pressure 
from London merchants worried about credit risks associated with paper 
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monetary system based on fiat currency; their activities foreshadowed the 
abandonment of the gold standard in the twentieth century and the 
adoption of fiat currency as a universal standard in the modern world. 
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conflicts — debtors versus creditors — but more recent studies have exploded the myth of 
a citrrenry divided by class status. Members of all occupational groups in the colonies, 
including most merchants, supported the concept of including some type of fiat cur- 
rency in the money stock although they may have differed at times over the exact terms 
of issuance and redemption. 

Colonial pounds were not the equivalent of sterling pounds in England. The colonists 
rated Spanish coins, and other foreign coins, at values higher than their respective mint 
ratios in England in order to discourage coinage exports. The same principle of over- 
valuation applied to fiat monies; their values corresponded with the ratings assigned to 
foreign coins, and, to make the story even more complicated, thoee ratings varied from 
colony to colony. For example, at the official par, £100 m England translated into 
£133.33 colonial in Massachusetts, £166.67 colonial in Maryland, and £700 colonial in 
South Carolina in the mid-eighteenth century. No pubhc or private institutions tried to 
maintain fixed exchange rates among currency, coin, and foreign exchange. The only 
fixed standard was the rate at which colonial governments would accept monies in tax 
and mortgage payments as well as other muscellancous transactions with the general 


public 
Average yearly exchange rates for colonial monies during the eighteenth century 
are listed in J. McCusker, Money and Exchange in Europe and America, 1600-1775 


(Chapei Hill, 1978). In the first half of the eighteenth century, the Connecticut legis- 

lature exercised reasonable restraint in its issuance policy but the currency depreciated 
Be algae Gale ee co n n ad ee 
Massachusetts and Rhode Island, where self-restraint was not practised. Connecticut 
was tainted by the excesses of its immediate neighbours, and the colony was prevented 


from issuing new paper by the Currency Act of 1751. 


. R. Lester, ‘Currency Issues to Overcome Depressions in Pennsylvania, 1723 and 1729’, 


Journal of Political Economy (1938), pp.324-75. 


. This information comes from a microfilm copy of an incomplete, but nonetheless very 


lengthy, unpublished manuscript recently deposited in the archives of the Alderman 
Library, Univernty of Virginia: L Brock, ‘Manuscript Draft for an Unfinished Book on 
Currency in Colonial Amenca’. The author’s plan was to carry forward his monetary 
history from 1764, where his earlier work left off, through the 1770s. In addition, the 
manuscript contains a long chapter on Massachusetts finance in the 1730s. 


. Brock, Currency of the American Colonies, p.274. 
. The size of the permanent paper money issue in South Carolina was frozen after 1731; 


the proclamation rate was set at 7:1 vis-a-vis sterling and ıt remained fixed at that rate 
until the rebellion. 
In London many private bankers held mortgage assets, according to Joalin, ‘Private 
Bankers’, p. 176. 
Sums reloaned to new borrowers were always for progressively shorter periods of time, 
an arrangement necessary to make the maturity dates of new loans coincide with the 
expiration date of a specific currency emission. Assume, for example, the 
legislature had authonsed a currency emission with a hfe of 10 years. ‘Loans made in the 
third year after passage were limited to seven years, loans in the sixth year after passage 
were limited to a four-year term, and loans in the eighth year matured ın only two years. 
The principal of every outstanding loan associated with a specific issue of currency came 
due in the final year respective of when the loan was contracted. When the currency 
authorisation for an existing loan office expired, a new authorisation often followed 
within a year or two. 
B. Stark, ‘The New London Society and Connecticut Politics, 1732-1740’, Connecticut 
History, Vol. XXV (1984), pp. 1-21. 
M. Schweitzer, Custom and Contract: Household, Government, and the Economy in 
Colonial Pennsylvania (New York, 1987); T.L. Purvis, Proprietors, Patronage, and 
Paper Money: Legislative Politics ın New Jersey, 1703-1776 (New Brunswick, NJ, 
1986). 


. Instances of merchants issuing ‘IOUs’ or varous forms of credit vouchers that later 


circulated among the populous as a medium of exchange, especially in remote rural 
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areas, have sometimes been cited ss evidence of the eristence of competitive monics 
issued by private individuals in the seventeenth and eighteenth centuries; but, in my 
view, the overall effect of these activities have been exaggerated and, irrespective of the 
circumstances, the conclusions drawn can be highly misleadmg. So far as I know, the 
volume of private paper was always small relative to the size of the aggregate money 
stock; few, if any, issuers maintained specie reserves and promised convertibility; and, 
most damning in this context, no issuer expanded these alleged private monetary 
operations over the decades and emerged as the equivalent of English private bankers, 
who were typically called merchant-bankers by residents of North America. Some 
colonial merchants and shopkeepers probably did experiment with the issuance of 
limited volumes of financial instruments which approached the status of money or 
at least near-monies — and given the shortage of capital and the absence of legal 
prohibitions against private issues — some experimentation seems almost inevitable; but 
the question remains: why did a valuable and frequently very profitable financial service 
based on lending currency against specie reserves never develop more fully before 
independence? In theory, private and public monies could have circulated simul- 
tancously with no negative consequences; the only necessary condition was that no 
fixed exchange rate be established by law, thereby permitting routine swaps at fluctuat- 
A. McFarland Davis, ‘Currency and Banking in the Providence of Massachusetts-Bay’, 
Publications of the American Economic Association, 3rd series, Vol.I No.4 (Dec. 
1900), pp. 1-445, and continued in Vol. I No.2 (May 1901), pp.1-332. Although 
technically an article, the overall length is longer than most books. This turn-of-the- 
century economic historian produced some the carliest and most detailed accounts of 
the financial history of colonial New England. For the author’s discussion of specie and 
land banks, see Vol. II, pp. 102-29. 


22. G.A. Billias, The Massachusetts Land Bankers of 1740’, University of Maine Studies, 
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2nd series (1959), pp. 1—53. Billias studied the social origins of the sponsors and dis- 
covered, contrary to the assertions of previous scholars, that they were not poor and 
middling farmers but mostly persons of substantial wealth, including several Boston 
merchants 


. Davis, ‘Currency and Banking’, Vol. II, pp. 130-67. The specie bank scheme seems at 


first glance to duplicate reasonably closely the type of private banks which British 
opinion makers found unobjectionable. Yet the terminology employed by the colonists 
was deceptive, and it disguised some critical differences. The issuers did not promise 
convertibility from the outset nor at any time for the next decade and one half; instead, 
the plan called for accumulating the specie required to back the currency over the life of 
the issue and then drawing on the fund for redemption at the maturity date. A 
comparable system was adopted in Maryland to support that colony's public monies, 
although the fund accumulated was not specie but stock of the Bank of England, which 
could, of course, have always been sold for specie since active markets existed. 


. Stark, ‘New London Society’, pp. 1-21. 
. For information on the growth of trade and credit, see J. Price, Capital and Credit in 
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. For a discussion of these shifts in British mercantile attitudes, see J. Ernst, Money and 


Politics in America, 1755-1775 (Chapel Hill, 1973). In recent years a sharp debate has 
emerged among several monetary historians regarding whether specie flows, reflecting 
theories related to the quantity theory of money, or effective backing systems were 


and the Currencies of Eighteenth-Century America: A Comment’, Journal of 
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thesis in “American Colonial Monetary Regimes: The Failure of the Quantity Theory 
and Some Evidence in Favor of an Alternative View’, Canadian Journal of Economics, 
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Vol. XVIII (1985), pp. 531-65; ‘Some Colonial Evidence on Two Theories of Money: 
Maryland and the Carolinas’, Journal of Political Economy, Vol. XCIII (1985), 
pp. 1178-1211; and “The Relationship between Money and Prices: Some Historical 
Evidence Reconsidered’, Quarterly Review: Federal Reserve Bank of Minneapolis, 
Vol. 12 (Summer 1988), pp. 18-32. On balance, I am in agreement with Smith; this essay 
therefore reflects the outlook of scholars supporting the so-called ‘backing’ theory in 
determining currency values. 
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The Coalescence of a Cluster of Corporate 
International Banks, 1855-75 
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Many qualities contributed to London being the global financial epi- 
centre during the 80 years, or so, before 1914. One was the presence 
within the ‘City’ of offices of British corporate overseas banks — institu- 
tions whose spheres of operations lay outside the formal Empire and 
which Baster has aptly dubbed the ‘Anglo-International Banks’.' In 1914 
the shares of 24 such banks were quoted on the London Stock Exchange 
and, although most — some 14 — were relatively recent creations, six 
had either been established in the 1860s, or their direct forbears had 
been formed during that decade. Moreover four of that six had strong 
mutual associations arising from interlocking directorships, which in turn 
radiated out from that very particular London ‘private’ bank — Glyn, 
Mills.* In 1914 H.A. Lawrence of Glyns was a director of the Anglo- 
Austrian Bank, the Bank of Roumania and the Imperial Ottoman Bank, 
while M.G.C. Glyn was a director of the London & Brazilian Bank.’ The 
purpose of this present article is to examine this involvement of Glyns 
in the early, mid-century, development of British overseas corporate 


banking. 


I 


It is has been cogently argued that the ‘new’ European bank of the mid- 
nineteenth century evolved out of the ‘old’ bank, while in England’s 
case the major element of this financial revolution was the greater 
development of joint stock deposit banking.‘ The activities of Glyns, 
and their associates, provide further evidence of this financial meta- 
morphosis, which also points to the creation of corporate overseas bank- 
ing as being an additional, English element in the European financial 
revolution. Moreover, these ‘Anglo-International’ banks were an aspect 
of British nineteenth century foreign direct investment, often being 
constituted as ‘free-standing’ companies.* The focus here will be on the 
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creation of some of these institutions and, although they arose out of the 
‘old’ bank, nonetheless their birth was frequently painful. Despite the 
merchanting and banking backgrounds of their founders, the very estab- 
lishment of these banks was marked by a whole series of problems, which 
often proved difficult to resolve: competition for the necessary foreign 
concessions, constituting suitable boards of directors, obtaining manage- 
ment of sufficient quality, and rivalry from others — local bankers over- 
seas and other promotional groups in London and other European 
financial centres. In addition, difficulties frequently arose from fluctuat- 
ing exchanges — the product of natural and political forces — as well as the 
incidence of the trade cycle creating instability, all generating further 
challenges to the early success of these new banks. These are recurrent 
elements arising from an examination of the birth and first years of the 
international corporate banks formed by Glyns and their associates. As a 
result of the varying nature of the sources used, the approach taken in this 
review is a series of case studies, somewhat uneven in treatment but laid 
out in chronological order, rather than an attempt to synthesise the 
overall experience. 

The analysis of the anatomy of capitalism has recently developed apace 
and almost a litany of ‘organisation, structure and network’ has been 
established. A common terminology is important, but it is being put aside 
here, because its use may imply a logic and rationality which would be 
misleading. ‘Network’ may indicate a greater bonding than was the case, 
hence the use of ‘clusters’, reflecting the more tenuous nature of some of 
the links involved. Caution over terminology is also being urged, since 
much of British corporate investment was manic. The formation of banks 
was no exception, with at least two such waves taking place — in the 1830s 
(largely domestic) and during the mid-century. Mania and logic do not lie 
easily side by side and it is evident that the coalescence of the ‘Glyn 
cluster’ of overseas banks was not a matter of purposeful design, but a 
reaction to chance and opportunity. 

The opportunity to establish overseas banks during the mid-century 
arose generally from the emergence of the world economy, with the 
fall in transport costs, and Britain’s dominant role within it as the 
major industrial, trading and financial nation. This ripe juncture was 
augmented by the liberalisation of British company law with regard to 
banks from 1857. Many took advantage, with 25 foreign banks, as well as 
13 colonial banks, being effectively registered in England between 1862 
and 1866.° The speculative froth of this mania readily lent itself to being 
tellingly lampooned, as with the ‘Bank of Patagonia’ and the ‘Arungabad 
Bank’.’? That bubble surfaced in early 1863, when the financial press 
noted the increasing promotion of ‘Anglo-continental banks’, but the 
inception of the mid-century boom and the beginning of Glyns’ connec- 
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tion with it, had begun eight years earlier with the establishment of the 
Bank of Egypt. 


H 


Until the mid-1850s, with the exception of the Ionian Bank, British 
corporate overseas banking was exclusively imperial — concerned with 
Australia, Canada, India and the West Indies. In some cases these Institu- 
tions began as local concerns, but, through the need to obtain a British 
royal charter, acquired British capital and management. This was parti- 
cularly so with some Indian banks and the Oriental Banking Corporation 
was a prototype for such developmental reconstitution. It had started as 
the Bank of Western India, formed in Bombay in 1842, but was renamed 
in 1845 and acquired a British charter in 1851.* Until the liberalisation of 
British company law, a charter appeared to be almost a sine qua non of 
British overseas banking, the only exceptions being the Bank of Austra- 
lasia (1835), the Union Bank of Australia (1837) and the Australian Joint 
Stock Bank (1853). Glyns were involved with one of these antipodean 
institutions — the Union — the first indication of its future role as midwife 
to British corporate overseas banking.’ Obtaining a charter was difficult 
and expensive, impediments which seriously constricted bank promo- 
tions. Nonetheless the mid-century overseas banking boom was heralded 
by the formation of two further chartered institutions — the Bank of Egypt 
and the Ottoman Bank. 

The Crimean war acted as a lens focussing promoters’ attention upon 
the eastern Mediterranean, but other, longer run, forces were also acting 
in the same manner. From the 1830s the Asian market was the most 
dynamic for British cotton exports so that by the mid-1840s it took a 
quarter, by value, of cottons exported. Indian demand for British cottons 
retained this dynamism over the 1850s.” The eastern Mediterranean 
played a number of roles in this commerce — it was a source of dyestuffs, 
but more particularly the Suez isthmus was a critical junction in Anglo- 
Oriental trade. This neck of land connected the steam routes established 
during the 1850s in the Mediterranean, the Red Sea and the Gulf.“ One 
of the specific initial aims of the Bank of Egypt was to finance this 
overiand trade.” 

The promoters of the Bank of Egypt obtained a charter in July 1855, 
but nonetheless it took some time for the bank to be established. Its 
prospectus was not issued until January 1856, while the bank opened for 
‘general’ business only in July 1856. Initially it had one Egyptian office — 
in Alexandria, but in August 1857 a decision was taken to open in Cairo, 
by September for the ‘winter trade’. However, again, delay occurred, the 
branch not commencing business until mid-1858. Some of the senior 
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management in Egypt was European: A. St. John Forssmann, with 
‘extensive experience in almost all parts of the continent’, was appointed 
on the recommendation of Weguelin, the Governor of the Bank of 
England, and when transferred to Cairo, his place in Alexandria was 
taken by Ranking, formerly a London merchant. The London manager 
was Robert Diggles, previously a Calcutta merchant.” 

Although outwardly a very British concern, the Bank of Egypt had 
been conceived by Peter Pasquali, an Egyptian merchant of Symrna and 
London. This was acknowledged publicly through Pasquali receiving 
£7,500 out of the bank’s preliminary expenses of £10,194 and, from 
March, 1857 he was senior manager at Alexandria.“ According to a 
possibly scurrilous source,” in February 1855, while the Bank of Egypt 
was being formed, Pasquali, with an associate Stephen Sleigh, conceived 
the idea of establishing a ‘British Bank of Turkey’. The groundwork in 
London was left to Sleigh. Negotiations in Constantinople were entrusted 
initially to a Frenchman, Mille, who was a member of the Turkish civil 
service. When the Turkish government indicated that their interest lay in 
the creation of an institution to regulate the exchanges, reform the 
currency and act as an investment bank, Mille was replaced by Zohrab, 
the former Consul-General of Turkey in London. This desire for a 
‘national bank’, first aired by Turkish reformers in 1853, continued until 
the early 1860s and led to Constantinople becoming a bear pit, created 
by the machinations of competing putative concessionaires, local and 


In their endeavours Sleigh and Pasquali faced three interrelated 
problems, which generally confronted other bank promoters — obtaining 
Turkish permission, negotiating a British charter, and constituting a 
board of directors, since the ratification of both the Turkish authority 
and the charter required the submission of the bank’s proposed board. 
Moreover, with respect to the charter, an additional difficulty arose from 
the bank’s operations lying outside the jurisdiction of the British crown, 
but Sleigh demonstrated that Indian banks had been incorporated with 
powers to operate in China, and elsewhere, thereby establishing the 
necessary precedents. The Pasquali group regarded gaining a suitably 
prestigious chairman as the key to the construction of their prospective 
bank’s board. They approached Layard, who agreed, providing the ‘City’ 
would back the insitution. This led Sleigh to turn, via an intermediary, to 
Glyn, Mills. Apparently the London private bank gave its conditional 
support to the venture; Sleigh first had to obtain the charter and the 
firman. By 13 August 1855 the Privy Council had approved the draft 
charter, so that the remaining, but now overriding, problem in London 
for the Pasquali-Sleigh group was the composition of their bank’s direc- 
torate. This became acute from October 1855, when it was evident that 
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rival schemes were afoot, and consequently Sleigh spoke to W.R. Drake, 
a solicitor, an associate of Glyns, and also involved m promoting the 
Bank of Egypt. Glyns restated their support, but it remained premised 
upon securing the charter and the firman. 

In early 1856, with Rothschilds also interested in establishing an 
‘Ottoman Bank’, according to Sleigh, Glyns acquired the interests of the 
Pasquali group and tentatively named as directors J.J. Cummins and R. 
Campbell, both on the board of the Union Bank of Australia. A fresh 
petition for the charter was now required, as Drake had determined that 
the British authorities opposed Pasquali’s involvement, as ‘it was thought 
[he] had quite enough on his hands in the Bank of Egypt’. Further, the 
competition was becoming fiercer; in early February 1856 an Anglo- 
French group, headed by Trouvit-Chauval and backed by Hankeys of 
London and Weikersheim, a Viennese banker, obtained a firman for a 
National Bank of Turkey. George Glyn and Drake decided to acquire the 
Trouvit-Chauval firman for £7,000 and make Hankey and Weikersheim 
directors of their proposed bank, named on 8 February the Ottoman 
Bank. H.A. Bruce, M.P., and G.T. Clark also agreed to be directors, the 
full board being formally constituted on 11 February, with a prospectus 
issued on 13 February. The Times noted that the terms of the charter for 
the Ottoman Bank ‘were precisely similar to the Bank of Egypt’.” 

There still, however, remained the question of the firman, as Zohrab 
doubted the validity of the Trouvit-Chauval concession. To resolve this 
dilemma, Layard and Glyn saw Aali Pacha and Clarendon in Paris at the 
end of February. The need was pointed up by further competitors, 
including Foulds of Paris, working with Sina of Vienna. By early March 
more were in the field at Constantinople: Atkinson Wilkin, acting on 
behalf of another London group, and even Trouvit-Chauval once again. 
Zohrab obtained a fresh firman on 27 March,” ratified on 7 April, 
but then opposed by Stratford de Redcliffe, the British Ambassador at 
Constantinople, following an intervention with Clarendon by Layard. 
According to Sleigh, Layard then took delivery of the firman that Zohrab 
had obtained, ultimately leading to recriminations between the Pasquali 
group and its Glyn successors. 


HI 


After a somewhat murky beginning, the position of the Ottoman Bank 
was made more complex by the Turkish charter of reforms of 1856 — 
Hatti-Humayoun — of which article 37 stated: 


On s’occupera de la création de banques et d’autres institutions 
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semblables pour arriver à la réforme du systëme financier et 
monetaire, ainsi que de la création de fonds destinés à augmenter la 
source de la richesse publique et matérielle de l’Empire. [Measures 
will be taken to establish banks and other similar institutions to 
achieve the reform of the financial and monetary system, and to 
create funds earmarked to augment the Empire's source of public and 


The reforms were applied from April 1856, under pressure from a 
growing European mania for investment in the Turkish empire. The 
Times correspondent in Constantinople, with some dry amusement 
and scepticism, enumerated 14 rival banking schemes, as well as others 
secking concessions for railways, gas companies and alike. The Turkish 
government tried to capitalise on this situation by raising once again 
its concerns for domestic and international monetary reform to be under- 
taken by an ‘Imperial Ottoman Bank’. The Turkish desiderata for this 
institution were handed to the various competing foreign groups for the 
concession.” 

The directors of the Ottoman negotiated over the matter but made 
little progress. Instead, from August 1856, discussions took place inter- 
mittently with a group aiming to establish a ‘National Bank of Turkey’. 
Initially this was composed of traditional native bankers — Greeks and 
Armenians resident at Constantinople — but who also now sought the 
backing of European finance.” At the close of 1856 the Turkish govern- 
ment constituted a banking commission to review the projected ‘national 
bank’ which recast the matter in slightly different terms. These were also 
unattractive to at least four of the competitors for the concession — 
the Ottoman Bank, the Crédit Mobilier, Rothschilds and the consortium 
of local houses, but the revised concession was sought by Wilkin. He 
represented a London syndicate, headed by W. Gladstone, which had 
been seeking an opening at Constantinople since the spring of 1855.” It 
has been inferred, from the presence of S. Laing M.P., Brassey and 
Darby within this group, that it was a railway hunting syndicate, but the 
terms of the concession clearly demonstrate that the institution was 
designed as the Turkish equivalent of the Bank of England and the Bank 
of France. The Gladstone group’s concession was apparently formally 
ratified in March 1857. It was for an issuing bank, with a cover of 50 per 
cent for a circulation up to £15m. The promoters’ original intention was to 
raise the necessary capital in France and Germany, as well as England.” 

In mid-1857 Turkish financial affairs became even more chaotic, 
marked outwardly by the fall of the exchange, the result of the general 
European economic crisis and difficulties in the Danubian provinces. 
This situation appears to have rendered the initial Gladstone bank con- 
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cession moribund. However in 1858 the Ottoman Bank was able to issue 
£3m, nominal, of a Turkish loan totalling £5m, nominal, and these 
resources were supposedly earmarked for reforming the Turkish cur- 
reacy. The Ottoman Bank used the relative success of this flotation to put 
forward proposals for monetary reform.” 

The mere news of the loan led to both the Turkish exchange improving 
and a reawakening of the interest of the Gladstone group, now operating 
with the Banque Générale Suisse. However the pattern of events from 
the end of 1858 and through the opening months of 1859 was complex. In 
December 1858 discussions with the Gladstone group appear to have 
been terminated, the Turkish government also declining the Ottoman 
Bank’s currency reform proposals. Yet in February 1859 the Gladstone 
group secured a fresh firman.™ But this too proved to be a false start, as 
the economy of the eastern Mediterranean in 1859 was disrupted by the 
Italian war. In these circumstances the Turkish government established a 
further commission to review financial questions, with Falconnet, the 
Ottoman Bank’s Constantinople manager, a member. The National 
Bank of Turkey group made another move in October 1859 to activate its 
concession, through Gladstone, now working with M.E. Rodocanachi, 
depositing £20,000 with the Bank of England. The Turkish government 
responded positively, by nominating its directors, leaving the foreign 
concessionaires to appoint a further eight. The prospectus for the 
National Bank of Turkey was, at last, issued in London during the final 
week of 1859.” The subscription list closed on 7 January 1860 with 80- 
90,000 applications for 50,000 shares and by the end of the month it was 
expected that the bank would open in June.” 

Certainly by spring 1860 Turkish finances seemed to be set fair. The 
Ottoman Bank was able to issue the balance of its 1858 loan, while the 
exchange further improved. Moreover, the Turkish authorities appeared 
to be establishing the necessary domestic environment for the ‘Glad- 
stone’ bank to commerce business, since the proceeds of the 1858 loan 
were applied to withdrawing some 547.9m piastres of the paper money, 
leaving only 71.0m remaining. This was to meet the stipulations of the 
Gladstone group which called for a complete cessation of the paper 
circulation before the National Bank began business on the basis of the 
gold standard.” However, although the Gladstone—Rodocanachi group 
determined with the Turkish authorities various deadlines for the final 
withdrawal of paper money, other events prevented them from being 
met.” This impasse in the affairs of the still embryonic National Bank 
of Turkey led, in August 1860, to some of its London shareholders 
attempting to wind up the institution. Yet its promoters persisted, 
apparently hoping in the late autumn of 1860 that the new Turkish 
external loan, contracted with Mirés, would resolve the situation.” These 
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expectations proved to be misplaced, as the frail fabric of Turkey finance 
was totally rent by a further series of calamities — economic, natural and 
political. 

Continuing disturbances in Syria since 1859 seriously affected Beirout, 
the important mercantile centre of the Levant, to the extent that in mid- 
1860 the Ottoman Bank placed the books of its branch there on a man-of- 
war. This situation forced the Turkish authorities to resort to the printing 
press, ultimately to the equivalent of £8m. The uneasy situation and 
monetary expansion tightened local money markets” and from early 1861 
the eastern Mediterranean was affected by a growing commercial crisis, 
leading to the suspension of 19 houses at Constantinople.” Galatz in 
February 1861 was flooded, which destroyed corn in store and ruined 
15,000 of the town’s inhabitants.” Bad went to worse with the arrest in 
Paris of Mirés for fraud, which put the external loan into doubt.” This 
Turkish financial collapse caused the effective demise of the National 
Bank of Turkey, although its death throes continued until 1863.” 

The concatenation of events in the eastern Mediterranean — natural, 
political and financial — between 1859 and 1861 resulted in some of the 
Ottoman Bank’s shareholders pressing for liquidation.” This was despite 
the board in March 1861 both declaring a dividend of eight per cent and 
putting a further £5,000 into the Reserve Fund, which then stood at 
£63,196, mostly in Consols. The Bank of Egypt was also in difficulties, 
although largely as a result of lax management. The board required 
Pasquali to resign in October 1860, after it had been discovered he had 
lent £162,000 to a member of the Egyptian ruling family and had been less 
than diplomatic in his efforts to recover the loan. This led to the Viceroy’s 
family closing their accounts with the bank, and also strain in the bank’s 
relations with Oppenheims, the Viceroy’s financial agents. The imbroglio 
was investigated by Anstruther, the bank’s deputy chairman, who 
managed to reduce the princely debt to £70,000. But he also discovered 
other ‘lock-ups’, totalling £120,000, largely illiquid advances on land, 
which it seemed in early 1861 would only be recovered at a loss. The 
bank’s London board now publicly declared that they had always recog- 
nised that Pasquali had been a risk, phrased as ‘a partiality for diffi- 
cult engagements’. Further complications were caused during 1861 by 
exchange difficulties, but the Bank of Egypt recovered. By August 1861 
the princely debt had been reduced to £30,000, the loss on the land loans 
appeared to be now £8,000, while, under these pressures, overheads were 
cut by £3,000 and the board felt confident enough to declare a dividend of 
seven per cent.* `. 

The Ottoman Bank survived the difficulties of 1861 and, through 
announcing a debt of £152,000 owed by the Turkish authorities, implicitly 
acknowledged to shareholders that it had become primarily a banker to 
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the state. Actually the bank was now almost in a monopoly position over 
Turkish government finance and it capitalised on this by floating an 
external loan in 1862. Once again this had the purpose of reforming 
the. currency and stabilising the exchange. However this was now to 
take place under the supervision of French and English financial com- 
missioners, appointed following the crisis in Turkish finance in 1860/61. 
The Ottoman issued the 1862 Turkish loan in conjunction with Charles 
Devaux & Co. and Glyn, Mills. The flotation was an overwhelming 
success, being oversubscribed seven times; it astounded the British finan- 
cial press.” The commission on the loan enabled the Ottoman to declare a 
dividend of ten per cent in mid-1862 and place £15,000 to reserves, Taising 
the latter to £93,000. As well as moving towards being the banker 
to the Turkish authorities, the Ottoman also developed its commercial 
business, opening a branch at Bucharest. Nonetheless it was the renewal 
of ‘closer relations with the government’ which was important and led the 
board of the Ottoman Bank to decide to double the institution’s capital 
and seek to ease the restrictions in the clauses of its British charter.* 

The resources of the 1862 loan allowed the withdrawal of the Turkish 
paper currency, which put into play yet again the question of establishing 
a Turkish national bank. During November 1862 Fruhling & Goschen, 
with Devaux, competed for the concession, but it was gained by the 
Ottoman with the Crédit Mobilier and its Parisian associated banques 
des affaires.” The new bank — the Imperial Ottoman Bank — a true 
multinational concern based in Constantinople, London and Paris, 
received its firman on 29 January 1863. However, as in the late 1850s, the 
prior negotiations had proved difficult, provoking a ministerial crisis. The 
new bank had a concession for 30 years and was to be the banker to the 
Turkish authorities as well as a bank of issue. It was to receive the public 
revenue and pay interest on the public debt for a commission of one per 
cent plus £20,000 per annum. As a bank of issue, its notes were to have 
initially a cover of 50 per cent, falling to 33.3 per cent after two years, 
but this stipulation was not effected, the European founders preferring 
100 per cent cover. As a national bank, the head office was to be 
in Constantinople, with the Turkish government appointing a high com- 
missioner and an inspector. The direction of the bank was to be through a 
committee of 20 to 25, with sub-committees, consisting of four each, in 
London and Paris.” 

The creation of the Imperial Ottoman did not go totally smoothly in 
London. The concessionaires of the defunct National Bank of Turkey 
protested, but the Court of Chancery maintained that, on technical 
grounds, it was powerless to interfere in Turkish matters. Further, some 
of the shareholders in the Ottoman objected to the change in the bank’s 
character and nature. However these objections came to nothing. With 
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the reconstitution, each shareholder of the Ottoman received 2 shares of 
the Imperial Ottoman for every Ottoman share, new (1862) or old (1856), 
held.* 


IV 


Layard and George Grenfell Glyn did not participate in the trans- 
formation of the Ottoman as they had resigned from the direction in the 
spring of 1862. Layard left the board of the Ottoman on entering govern- 
ment office, while Glyn retired because of ‘pressure of business at his own 
bank’. Their places were taken by the Hon. T.C. Bruce, the brother of 
Lord Elgin, and Pascoe du Pré Grenfell.* Grenfell was one of the sons of 
the Swansea copper smelter, Pascoe St. Leger Grenfell, and a business 
associate of Glyns as well as being related by marriage. Within two 
months the Glyn bank was involved in the promotion of the London & 
Brazilian Bank, its prospectus issued on 6 May 1862.° It was one of a 
number of British registered corporate international banks established 
before the Companies Act of that year became operative on 2 
November.“ 

Part of the attraction for founding banks in the eastern Mediterranean 
had been the potential to take advantage of the ‘turn’ in interest rates as 
between western European financial centres and the Levant. Brazil had 
the same lure, and the first point of the prospectus of the London & 
Brazilian stressed that in Rio ‘the minimum rate for the best mercantile 
paper at banks rules from 8 to 9 per cent’. However the growth of British 
trade was also a stimulus, with exports to Latin America, by value, 
growing markedly from 1863 and being by 1866 54.5 per cent, at current 
prices, above their previous cyclical peak — 1860. Imports also expanded — 
by 60.8 per cent as between 1860 and 1866.” Brazil had particular attrac- 
tions with the ‘Cotton Famine’, ranking third, after India and Egypt, as a 
potential alternative supplier to the American South.“ J.W. Cater, of R. 
Benson & Co., was the mainspring of the London & Brazilian, but it was 
established with the assistance of two of the Glyns — George Grenfell and 
Pascoe Carr.” The bank was formed in Brazil by a Brazilian decree, nota 
charter, but the provisions of the local law were considered in London to 
be conservative and therefore restrictive. The directors soon found that 
the Portuguese link remained critical for the Brazilian economy and, 
consequently, at the end of 1862 applied to the Portuguese government 
to open at Lisbon and elsewhere within the kingdom. In practice 
this objective proved to be more easily accomplished by acquiring the 
interests of the recently formed Anglo-Portuguese Bank.“ 

The London & Brazilian was registered on 17 May 1862 by James 
Alexander, Henri Louis Bischoffsheim, J.W. Cater, Philip Charles 
Cavan, J. Bloxham Elin, Pascoe C. Glyn, Edward Johnston, Edward 
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Moon, and William Freer Scholefield, who constituted the bank’s first 
board. The legal work had been undertaken by Birchams, Drake’s firm. 
The bank began with a nominal capital of £1m, consisting of £100 shares 
on which £35 was paid up during the first year of the bank’s existence. 
There were just 43 major shareholders, each with holdings greater than 
50 shares, who contributed, collectively, just over half of the bank’s initial 
subscribed capital. Amongst them were members of the Glyn family and 
bank and this interest was larger since George Grenfell subscribed for 20 
shares. Beyond this inner core were directors of the Imperial Ottoman 
Bank, such as J. Alexander with 70 shares and W.R. Drake holding 20 
shares. A new element was not only co-operation with R. Benson & Co., 
but also Bischoffsheim & Goldschmidt, with German members of the 
Goldschmidt family also taking stakes - Heyman B., of Stuttgart, holding 
50 and Benedict H., of Frankfurt a.M., initially 100, but of which 50 were 
soon sold.” 

Like the Ottoman im the late 1850s, the London & Brazilian was rapidly 
subject to competition. In July 1863 the prospectus of the Brazilian & 
Portuguese Bank was published. It had a nominal capital of £1m dividend 
into £20 shares and a board of London merchants, coupled with a local 
board in Rio of wealthy Brazilians. This bank obtained Portuguese royal 
decrees and was not legally constituted to operate in both Brazil and 
Portugal until March 1864.” The Brazilian & Portuguese was badly 
affected by a commercial crisis at Rio at the turn of 1864, with losses 
of £40,000. One reaction was to rebuild its Rio committee and, although 
by mid-1865 the bank was once more generating a profit, no divided 
was declared because of exchange problems.” It would appear that the 
London & Brazilian was unaffected by the commercial convulsion at Rio. 
In mid-1865 its London board announced plans for a fusion with the 
banking interests in Argentina, Brazil and Uraguay of Barão de Mauá, 
the leading Brazilian capitalist of the mid-nineteenth century,” with the 
aim of establishing on 1 January 1866 the London, Brazilian, Mauá & 
River Plate Bank. Legal difficulties prevented this, the fusion being 
publicly announced as delayed until January 1867, although by then it had 
been rendered still-born by the 1866 crisis. However before the crash of 
Overend, Gurney, more competitors entered the field, with the local 
establishment of the Commercial Bank of Rio de Janeiro, which had one 
English representative on its board.” 


v 


‘The third bank with which the Glyns were involved during the mid- 
century was the Anglo-Austrian, for which George Grenfell took the first 
steps in January 1863. The necessary Austrian concession was gained 
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on 5 October 1863 and during intervening months George Grenfell had 
had to tussle with competition from both the Rothschilds and a London 
speculative concern — the Union Bank of Austria. The discussions in 
Vienna were left to an agent, G.E. Seymour, while George Grenfell’s 
greatest personal difficulty was the construction of a London board for his 
institution, on which there were vacant places even after the bank had 
been publicly announced.* 


VI 


Although the Glyns refrained from directly promoting further overseas 
banks during the 1860s and 1870s, their financial associates continued. 
The next institution was the Anglo-Italian Bank. Its flotation was under- 
taken by the International Financial Society, a finance company formed 
in May 1863 by London merchant bankers and to which Glyns acted as 
bankers. A proposal to establish this bank had been placed before the 
board of the International in November 1863” and a ‘dummy’ company 
with a capital of £2,000 was registered on 2 January 1864.* The Inter- 
national had adopted this procedure of registering dummy companies 
in June 1863 after nearly losing the company name of a prospective 
promotion, because of prior registration by other parties. During the 
mid-1860s financial boom there was an active trade in company names, a 
factor responsible for both the cluttering of the company register and the 
incidence of ‘small’ and abortive companies.” 

The Anglo-Italian was a constituent of the wave of ‘Anglo’ banks 
formed in the mid-1860s, many of which were highly speculative con- 
cerns. The Anglo-Italian had a rationale in that Italy attracted foreign 
capital after the creation of the kingdom in 1859, while Anglo-Italian 
trade grew rapidly from the early 1850s, especially Italian exports to 
Britain.” The bank was finally registered in London on 13 January 1864 
with a capital of £1m. divided into 20,000 £50 shares” and these were 
issued by the International for a commission of £10,000.° R. Benson and 
G.H. Goschen of the International signed the bank’s memorandum of 
association, with Benson becoming a director.“ The London merchant 
bank, Thompson, Bonar & Co., through C. Bell, took up a portion of the 
bank’s capital and John Lubbock, the London private banker, was its first 
chairman. Two Italian merchants resident in London — Julius Bordier and 
Ippolite Leonino — were also involved in the formation of the bank. It 
took a further month for the bank’s prospectus to be issued and again, as 
with the Anglo-Austrian, the completion of the institution’s directorate 
seems to have been the problem.® 

The impression made by the bank’s first return of shareholders to the 
Registrar of Joint Stock Companies, dated 10 February 1865, a year after 
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the public flotation of shares, is that of a ‘staged’, ‘boom’ promotion. 
Some 18,335 shares had been subscribed. Of these 17,590 — 96 per cent — 
were sold during the bank’s first year of existence, but other factors, 
arising from Italian domestic politics, may equally have led to this high 
turnover. 

The Anglo-Italian commenced business in Italy in October 1864 
with the opening of its head branch at Turin, the Italian capital.° How- 
ever the progress of the bank was then affected by instability within 
the Italian economy and politics. The post-war speculative financial 
bubble collapsed in 1864,“ while domestic politics were unsettled, with 
a major issue being the site of the capital. Turin was not Italian enough, 
regarded by many as Piedmontese. Marco Minghetti, Cavour’s successor, 
agreed with Tuscan deputies that the capital should be more centrally 
situated and be more ‘Italian’ in complexion. The question was settled in 
September, 1864 through a convention with France, by which Napoleon 
HI undertook to withdraw troops from Rome within two years provided 
that Florence became the capital. This led to fresh uproar in Italian 
political life and a catastrophic fall in Turin property values. Nonetheless 
Lamarmona, who had replaced Minghetti, was able to transfer the seat of 
government to Florence within six months.“ This affected the Anglo- 
Italian Bank through the costs arising from having established its Italian 
base at Turin. On 1 December 1864 it opened a branch at Milan, 
managed, as at Turin, through a local committee and, in early 1865, was 
planning to establish, imminently, further offices at Florence and Naples. 
The bank was able to pay a dividend of over six per cent for 1864 and in 
August 1865 declared an interim divided of five per cent.” 

The Anglo-Italian Bank was also affected by the British financial crisis 
of 1866 and the Italian war of that year, but its board argued that its 
difficulties stemmed from the Italian suspension of cash payments. In 
mid-1866 the directors maintained that this accounted for the difference 
of £8,768, as between assets and liabilities, equivalent to 13.5 per cent of 
the bank’s capital and reserve fund. Nevertheless it was decided to 
persevere with the institution through a capital reconstruction. However 
this could only be accomplished by first winding up the old bank and 
then forming a new concern, registered on 15 March 1867. This trans- 
formation was undertaken by the board, through initially creating a new 
company without any paid-up capital. 


vil 


Not all of the ‘international’ banks formed in the mid-1860s were public 
companies. The London & San Francisco Bank was a very private con- 
cern having initially only 10 shareholders who collectively took up 11,000 
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shares, thereby supplying £110,000. It was created in March 1865 by 
London, Parisian and Frankfurt merchant bankers, some of whom, like 
H.L. Bischoffsheim and H. Stern had been involved in the London & 
Brazilian, while F. Rodewald had been a founder of the Brazilian & 
Portuguese Bank, as well as a director of the London Joint Stock Bank. 
The other London houses involved were Huths, Morgans, and Fruhling 
& Goschen, all constituents of the International Financial Society. 
Frankfurt was represented by the private bankers J. May and R. Sulzbach 
and, via the latter, the Bank of Saxe Meiningen. Charles Griswold stood 
for the Paris market. There was no question over the bank’s private 
character: 


no new subscriber shall be admitted unless he be approved by 
a majority of the shareholders, determined by votes given, as pro- 
vided in Article 44... 

No shareholder shall without the previous consent of the holders 
of the other shares or the majority of three-fourths parts thereof, 
determined by votes given, (as provided in Article 44) at any time 
within a period of three years from the constitution of the company, 
sell or dispose of any of his shares.® 


These restrictive conditions continued until August 1869, when Messrs. 
Russell & Sturgis of Manila were admitted as shareholders and given the 
same rights as the original founders. The Philippino house was repre- 
sented on the bank’s London board by E.H. Green. The bank developed 
on the western coast of America, not so much through expansion in 
California, but as a result of sizeable agencies in Portland, Tacoma and 
Seattle, although overall growth was restricted by conservative manage- 
ment from London.” 

Political change affected the structures of some of the banks formed 
in the mid-1860s. There had been attempts since the beginning of 
the decade to establish a ‘European’ bank in Romania and another 
opportunity arose in 1865, when the nationalistic Couza regime authorised 
the formation of the Banca Roumanei. The Crédit Mobilier had been an 
early contender in the field, but increasing internal difficulties prevented 
it from pursuing the matter in 1865. Instead, after a struggle with the 
Société Générale,” the concession was gained by a syndicate composed 
of some of the Mobilier’s associates — the Pereires and Mallet Frères — 
together with the Imperial Ottoman Bank and the International Financial 
Society of London.” 

The new bank took over the existing agencies of the Imperial Ottoman 
at Bucharest and Galatz,” assuming their assets and liabilities for an 
immediate cash sum of £115,000, with a further payment of £25,000 to be 
made within six months. Existing accounts were to be liquidated without 
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the Imperial Ottoman being charged a commission. An offer by the new 
bank to rent the property of the Imperial Ottoman at Galatz at 5 per cent 
was declined, as the Imperial Ottoman desired an outright sale.” The 
bank was floated during the difficult year of 1866 with the International 
taking 2,000 shares in the bank,” while the Imperial Ottoman took an 
interest equivalent to the capital that it had invested in the former 
agencies.* Although the bank’s head office was at Bucharest, its capital 
was denominated in sterling. The London Committee of Imperial Otto- 
man Bank did interlock with that of the Bank of Roumania, so that in 
1872 James Alexander, Sir W.R. Drake, Pascoe du Pré Grenfell, and 
L.M. Rate sat on both boards. 

Similarly, with the relative autonomy of Hungary, following the Aus- 
gleich of 1867, the Budapest branch of the AngloAustrian Bank formed 
the basis for the creation of 1868 of the AngloHungarian Bank, with a 
capital denomimated in florins. In 1872 this bank had a London Com- 
mittee composed of S.A. Beaumont M.P., F. Engelhardt, both directors 
of the AngloAustrian, and J. Gerstenberg, S. Reuter, and J.F. Wulff.” 


VIII 

Glyns’ associates constituted further corporate international banks in the 
boom of the early 1870s. E. Wanklyn had been a major investor in the 
London & Brazilian Bank and in 1872 his AngloArgentine private bank 
was converted into the Mercantile Bank of the River Plate, one of 12 
foreign and two colonial banks effectively registered in London between 
1870 and 1873." This Latin American promotion was undertaken by the 
London Banking Association, a private finance house, constituted by the 
merchant banking communities of London and Paris. One of the ‘City’s’ 
representatives was H.L. Bischoffsheim, who had also been involved in 
the establishment of the London and Brazilian Bank.” Backing for the 
Mercantile Bank came not only directly from the London Banking 
Association but also from its associates — the Banque de Paris et des Pays- 
Bas and Henry Oppenheim — and others, such as Baron Louis d’Erlanger 
and Louis Beer. The London—Paris group took founders’ shares in the 
Mercantile Bank and made a public appeal for capital. The bank 
prospered during the early 1870s, with dividends of 15 per cent in 1873 
and 10 per cent in 1874, but went into voluntary liquidation in 1881, when 
it was revealed that it held the controlling interest in the Montevideo 
waterworks.” Bischoffsheim Goldschimdt, with some of the ‘Glyn 
group’, also established, in May 1872, the Banque de Constantinople," 
while.in November 1872 the Imperial Ottoman Bank formed the London 
Bank of Tunis.” 
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The interests behind the creation of the London Banking Association, 
the Mercantile Bank, and some of the other international bank promo- 
tions of the early 1870s marked the ever-increasing cosmopolitan nature 
of the ‘City’. A further formalisation of this was the foundation in April 
1871 of the German Bank of London, with a nominal capital of £600,000. 
Its board was composed of some of the ‘fringe’ associates of what has 
been called here the ‘Glyn group’, namely E.H. Green, F. Rodewald, 
and R. Sulzbach, all directors of the London & San Francisco.” This bank 
was reconstituted in 1879 and in February 1913 changed its name to the 
London & Liverpool Bank of Commerce, while its share capital was 
acquired by the British Overseas Bank in 1923." 


IX 


The role of the ‘Glyn group’ in founding international corporate banks 
continued on into the late nineteenth century. During the early 1880s it 
established the English Bank of the River Plate, directly replacing the 
failed Mercantile Bank of the River Plate, and designed to compete with 
the highly successful London and River Plate Bank formed in 1862." 
The issue of the bank’s £1m nominal capital was undertaken by the 
International Financial Society for a commission of £5,000.% The bank 
acquired an experienced manager, E.R. Duffield, who had previously 
been the Rio manager of the Brazilian and Portuguese Bank, but it fell 
victim to the Baring Crisis and could not be reconstituted. This trait of the 
Glyns can be traced further, the bank being part of the underwriting 
syndicate for the flotation of the capital of the Imperial Bank of Persia in 
the summer of 1889, while Geoffrey Glyn, the eldest son of Pascoe Glyn, 
went on to the bank’s board.” 


x 


The continuing role, from the 1830s to the 18808, played by the Glyns in 
the creation of British corporate international banks was remarkable, 
even more so when the activities of their associates are also included. 
However this ‘Glyn group’ was largely a promotional bloc, albeit one that 
also provided senior management, through directorships, to the banks 
that it founded. The capital for these institutions came largely from the 
‘City’ and the south-eastern ‘metropolitan area’, as Table 1 shows. 
Unfortunately source restrictions only enable three of the banks to be 
considered, so care has to be taken with putting forward any substantial 
general conclusion. This geographical concentration of capital supply is 
not too surprising, since the south-east was one of the most populous 
areas of the UK and certainly the wealthiest." The only other region of 
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TABLE 1 
GEOGRAPHICAL SOURCES OF CAPITAL 
(% of initially subscribed capital) 
Region London ae ma Commercial Bank 
and Brazilian of the River 

Bank Plate 
“City, and 
Westminster 63.3 70.0 36.7 
reat of the 
‘Metropolis’ 4.85 4.49 0.78 
rest of the 
South East 6.98 9.01 1.72 

75.13 83.5 38.2 
East Angtia 0.05 1.2 0.1 
East Midlands 0.2 0.36 0.04 
West Midlands 0.45 0.03 0.33 
South West 3.05 4.67 0.03 
North West 11.2 4.85 13.83 
Yorks. and 

Humberside 1.95 1.17 _ 

North 0.45 0.35 _ 
Wales 0.04 0.87 
Scotland 2.35 0.6 1.8 
Ireland 1.95 0.54 0.07 
Foreign 3.3 1.25 45.54 





consequence was the north-westi in the case of Latin American banks, and 
again this is explicable in terms of the trading links of Liverpool with 
South America. As Table 2 reveals, it was the commercial and financial 
communities which were the major investors in these banks. Once more, 
the available sources do cloud the resolution of the question, with the 
high level of subscriptions from what has been termed ‘Unoccupied — 
Male’ in the case of the London and Brazilian. Yet, although all sub- 
scribers have been treated for the purposes of compiling Tables 1and2on 
the basis of the information that they themselves declared in the relevant 
returns, other knowledge of many that called themselves ‘gentlemen’, 
indicates that they were either merchants or bankers. 

There still remains the question of whether these banks were actually 
‘British’, although they were largely formed under British law and pro- 
moted by the ‘City’. The modern ‘City’, since its origins in the eighteenth 
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TABLE 2 


OCCUPATIONAL SOURCES OF CAPITAL 
(% of initially subscribed capital) 


Male 38.6 9.17 
Female 0.55 0.08 
Land 0.1 ú 
Professions 5.7 0.29 
Commerce and Finance 
34.75 37.01 
Brokers 1.46 — 
Bankers 3.4 33.13 
Stockbrokers 10.9 5.37 
Underwriters 1.4 0.11 
Retail 0.15 trace 
Other 0.4 0.11 
Industry _ 1.05 
Service workers 0.1 0.11 
Unknown 2.42 13.12 


Source: as for Table 1. 


century, had been cosmopolitan in complexion and the founding of 
these banks was a ‘cosmopolitan’ enterprise, especially in the case of 
the Imperial Ottoman, with its affihates, the Anglo-Austrian, and the 
Commercial Bank of the River Plate. In the case of the latter, as a result 
of the involvement of the London Banking Association and Bischoff- 
sheim & Goldschmidt, nearly half of the bank’s initial capital formally 
came from abroad. This is remarkable since Latin America from the 
1860s has often been regarded as a very particular part of the ‘informal’ 
British empire. However an equally valid perspective would be that, with 
the maturity of financial centres in continental Europe and better com- 
munications with the telegraph, the cosmopolitan world of commerce 
and finance had moved a stage on from requiring a central physical 
centre, such as London had been during the first half of the nineteenth 
century. The ‘cosmopolitan bourgeosie’, as C. Jones has termed it, was 
acquiring a new morphology in responding to the widening opportunities 
of the evolving world economy.” By the early 1870s this could take the 
form of promoting a multinational corporate international bank, with its 
capital coming from a number of centres, formed under one system of 
commercial law, but to operate elsewhere in the jurisdiction of other legal 
codes. 
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Bankers, and more generally financial elites, are rarely included in the 
discussions on entrepreneurs and the main questions they raise, whether 
in terms of ownership and management or in terms of social mobility. The 
object of this article is to consider the financial elites of the three 
major European economies from the 1880s to the 1930s. The differences 
between the English, French and German banking systems are relatively 
well known and the relationships between financial structure and 
economic development have been for several decades a central issue in 
economic and business history. Bankers and financiers have remained 
absent from these debates and analysis. An important question is 
whether a different type of banker and financier, defined both in terms of 
professional activity and social status, existed in London, Paris and 
Berlin; and if there were significant differences, to what extent they were 
the product of the banking system prevailing in each country, and in turn 
whether the socio-professional characteristics of a financial centre had 
any incidence on the interaction between finance and the ‘real’ economy. 

These questions will be considered in a comparative perspective. It will 
be argued that the earlier emergence of a professional banking elite in 
Germany appears unlikely to have had long-term economic implications. 
In a first section, the main attributes of London, Paris and Berlin as 
financial centres will be briefly discussed. In a second section, the profes- 
sional and business positions of bankers and financiers in the three 
centres will be examined, and in a third section their social status. Some 
conclusions will be drawn in a fourth seciton. The notion of financial elite 
will be primarily applied throughout this article to senior bankers and 
financiers, and to a certain extent to merchants and other professional 
groups which are found on the boards of the joint stock banks. Other 
groups, such as stockbrokers, money dealers, insurance brokers, com- 
modity brokers and so on, although they will occasionally be referred to, 
cannot be included in the financial elite. In the first place, only a handful 
of them belonged to the highest ranks of the financial world; secondly, 
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they were to be found in much greater number in the City of London than 
in the two other centres, particularly in Berlin, where these activities 
were usually undertaken by bank officials. 


I 


As financial centres, London, Paris and Berlin present both many con- 
trasts and many similarities. Although all three were the financial — as 
well as the political — capitals of countries of comparable size, the scope of 
their financial activities varied considerably. This was due to the form 
of financial organisation prevailing in each country, their degree of 
development and sophistication, as well as to the role of each city as an 
international financial centre. In hierarchical order London came first 
followed by Paris and then Berlin. This order did not change throughout 
the period under review and indeed has not changed up to this day. 
Before 1914 the position of London as the financial centre of the world 
meant that world trade was financed through the medium of bills of 
exchange drawn on London, whereas bills on Paris or Berlin were only 
used in order to finance the commerce of these countries.’ The capital 
exported from Britain — between £3.5 billion and £4 million in 1913 — 
considerably exceeded the capital exported from France — about £1.8 
billion — and from Germany - about £1.1 billion.* As a consequence, 
London was the leading centre for the issue of foreign loans and equity. 
The London Stock Exchange was larger than the Paris and Berlin stock 
exchanges put together; however, Paris emerged in the second half of 
the nineteenth century, alongside London, as an international market 
covering in particular Europe and the Mediterranean era, whereas Berlin 
had to compete with both Frankfurt and Hamburg and never managed to 
dominate, although it was considered to have the edge.’ The insurance 
market was also much bigger in London, with the emergence, to a greater 
extent than in the two other centres, of large composite companies with 
offices in several cities in North and South America, Australia and other 
parts of the empire.‘ Only two German insurance companies, and not a 
single French one, had premium incomes in excess of £2 million in 1910 as 
against ten in Britain. With over £12 million premium income that year, 
the Prudential the largest insurance company in Britain, was twice 
as large as its German counterpart, the Victoria zu Berlin.* London’s 
dominance of the world of insurance was also due to the unique role 
played by Lloyd’s, first and foremost in the field of marine insurance, 
but also and increasingly from the early twentieth century through its 
capacity to insure new risks.° Many commodities were traded primarily if 
not exclusively in London, and markets such as the Baltic Exchange or 
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the London Metal Exchange had no equivalent in the two continental 
centres. 

These business opportunities attracted many foreigners to London, 
whether individuals or institutions. It has been observed that in the 
foreign governments bonds market of the London Stock Exhange, 
French and German could be heard as often as English’ and that the 
foreign exchange business in the City of London was almost entirely 
in foreign hands. From the 1870s on, all the leading European and 
American banks opened a branch in London; the number of branches of 
foreign banks in the City amounted to about 30 in 1913.* The London 
bankers were fully aware of the attractions the City offered to foreign 
banks. Alexander Goschen, a partner in the merchant bank Frühling & 
Goschen and a director of the London Joint Stock Bank, considered that 
there was a bigger market for everything m London and that many 
operations undertaken by foreign banks in the City could not be done 
by British banks in a European centre. According to Goschen, this 
explained why the English clearing banks were so reluctant to open 
branches abroad.’ The overseas banks, however, ensured that many 
more multinational banks were based in London than in Paris or Berlin. 
The number of foreign branches of British banks has been estimated 
at 2,000 in 1913 as against 500 for French and German Banks.” The 
attractions of Paris to foreign banks should not, however, be underesti- 
mated, as about 20 of them had opened a branch there in 1914.” 

Despite these differences at the international level, London, Pans and 
Berlin showed greater similarities on the domestic banking scene. In the 
three centres there remained until 1914 a financial aristocracy based on 
old family partnerships. The largest joint stock banks were also of the 
same size: in 1913, Lloyds Bank and the Midland Bank in London, the 
Crédit Lyonnais in Paris, and the Deutsche Bank in Berlin all had total 
assets amounting to about £100 million. The continental banks, however, 
worked with a larger capital than their English counterparts which, in 
turn, had higher deposits.” One reason for this difference in the structure 
of their liabilities lies in the banking organisation of each country. As is 
well known, the English banking system was much more specialised than 
those existing on the Continent. The English joint stock banks confined 
themselves to deposit banking, other operations being undertaken by the 
discount houses, the merchant banks, the overseas banks and the invest- 
ment trusts, whereas in Germany the so-called ‘universal’ banks under- 
took all sorts of financial operations including long-term investment and 
the issue of securities on behalf of industrial companies. In France, the 
commercial banks modelled themselves on the English joint stock banks 
and, even though the system was less specialised than in England, there 
was a Clear difference between the banques de dépóts (deposit banks) and 
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the banques d'affaires (investment banks). It is neverthelessinteresting to 
note that, although the City of London was the world's leading financial 
centre, and despite the beginning of Britain's relative industrial decline, 
the largest companies in Britain, measured in terms of paid-up capital, 
were not banks but manufacturing industries, whereas the reverse was 
true in France and Germany.” 

The First World War put an end to London’s unrivalled financial 
supremacy, as a result of the sale of part of British overseas investments, 
its abandonment of the Gold Standard and the difficulties of returning 
to it between 1925 and 1931, and more generally Britain’s weakened 
economic position. However, the challenge to London’s world leadership 
came from New York, not from Paris and even less Berlin, and this 
challenge was only gradual, for if the capital was henceforth in New York, 
experience and expertise remained in London.” Berlin’s position was 
considerably weakened by defeat, inflation and reparations. The situa- 
tion of Paris was somewhat different: although it never developed the 
range of financial services which would have enabled it to challenge 
London seriously, the gold reserves and the sterling assets held by the 
Banque de France, as a result of the overvaluation of the pound and the 
undervaluation of the franc, put Paris in a strong position via-d-vis 
London and enhanced its international status, particularly in the 
immediate aftermath of Britain’s departure from gold in 1931.” Other- 
wise, despite the loss of its financial supremacy in favour of New York, 
London actually widened the gap which separated it from the two con- 
tinental centres, and from Berlin in particular. In 1938, the capital 
exported from Britain amounted to $22.9 billion, as against $3.9 billion 
for France and $700 million for Germany. The London Stock Exchange 
remained far larger than its continental counterparts, as did the insurance 
market and the insurance companies. As far as the clearing banks were 
concerned, after the amalgamation movement of 1918 which gave birth to 
the ‘Big Five’, they now outdistanced in size their French and German 
competitors, both in terms of capital and deposits.” 


u 


The professional position of financial elites in London, Paris and Berlin 
can be compared at three levels: firstly, the respective role played by 
individual and corporate initiatives; secondly, the place of the ‘haute 
banque’; And thirdly, the management of the joint stock banks. 
Because of the specialisation of the English banking system and the 
confinement of the clearing banks to traditional banking operations such 
as short-term loans, discounts or overdrafts, the City of London offered 
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many more busincss opportunities for individuals or private firms, par- 
ticularly in new areas of financial activity. The contrast is particularly 
striking between London and Berlin. Company promotion is a revealing 
example. In the City of London before 1914, no type of bank or financial 
institution such as the investment trusts were undertaking this type of 
operation. So the field was left open for the company promoter who 
mainly acted as an independent financier. Some had a reputation for 
honesty, like Osborne O'Hagan, others were notorious adventurers, like 
Ernest Terah Hooley or Whitaker Wright.!! In Berlin, by contrast, the 
place of the company promoter was taken by one of the big banks’ senior 
executives. At the Deutsche Bank, for example, Carl Klönne, one of 
the six members of the executive board, was responsible for industrial 
finance; he joined the Deutsche Bank in 1899 after having spent 20 years 
with a bank in Cologne, thereby acquiring a solid experience of the Ruhr 
industry.” 

The differences between London and Berlin were as pronounced in the 
field of international finance. In England, new initiatives were taken by 
private firms of merchants, bankers or financiers, whereas in Germany 
these initiatives were usually taken by the big banks. In the oil industry, 
for example: in England, the Shell Transport and Trading Co. was 
founded and managed by Marcus Samuel, later Lord Bearsted, and his 
partners, whereas in Germany Deutsche Petroleum was founded in 1904 
under the auspices of the Deutsche Bank; Deutsche Erdöl, however, was. 
created by an individual entrepreneur, Rudolf Ndllenburg.” The finan- 
cing of the Baghdad railway was taken in charge by the Deutsche Bank, 
whereas its counterpart in England, until the prospect of a collaboration 
collapsed in 1903, were Baring Brothers & Co., J.S. Morgan & Co. and 
Ernest Cassel.” In mining finance, A. Goerz & Co., a company registered 
in London, was backed by the Deutsche Bank, the Berliner Hand- 
elsgesellschaft and Jacob S.H. Stern, while a firm like Wernher, Beit’ & 
Co. was owned by its two partners Julius Wernher and Alfred Beit, who 
were originally German businessmen who had settled first in South Africa 
and then in London.” The British overseas banks were founded in the 
mid-nineteenth century by merchants and bankers independently from 
the joint stock banks, whereas their German counterparts, established a 
few decades later, were all subsidiaries of the big banks.” Whether an 
independent financier in the City of London fared better than a director 
of a large bank in Berlin will be discussed later. The question of the 
economic effects of each system has been for some time an open debate in 
English historiography, and cannot be dealt with here.” 

‘The situation changed somewhat after the First World War without, 
however, being radically transformed. In England, individual initiatives 
clearly diminished with the decline of the company promoter, both in 
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domestic affairs or in international finance. His role, however, was taken 
over by the merchant banks, directly or through the medium of finance 
houses specially set up for that purpose,” and not by the clearing banks 
despite the latter’s greater involvement in industrial finance following the 
1918-20 boom, or their control over overseas banks, with the creation, 
for example, of Barclays Bank D.C.O. in 1925 or the controlling interest 
of Lloyds Bank in the Bank of London and South America.” Where the 
old established private banks capable of holding their own in the same 
way in Paris and Berlin? 

At the beginning of the period under review, the banking aristocracy, 
or ‘haute banque’ was in the foremost position in the three centres, 
whether in terms of social and professional prestige or in terms of wealth 
and business activities. In Paris, where the word originated, the “haute 
banque’ was made up of a certain number of old Protestant family banks, 
such as Mallet, Vernes, Hottinguér, de Neuflize or Mirabaud, with 
a network of European connections, in particular in Switzerland. In 
parallel to the haute banque protestante, there was a Jewish haute banque, 
whose most prominent member was of course Rothschild, as well as a 
Catholic haute banque. In Berlin, the term refers to a few private banks, 
mainly Jewish, such as Bleichrdder, Medelssohn or Warschauer, the last 
one being taken over by the Darmstädter Bank in 1904. The German 
haute banque, however, was not confined to Berlin; some of its members 
were to be found in centres such as Frankfurt, with the Speyer and the 
Rothschild until the disappearance of the German branch of the family in 
1901, Hamburg with the Warburgs or Cologne with the Oppenheims. 
The business of these banks, both in France and Germany, corresponded 
more or less to that of the English merchant banks, that is issuing foreign 
loans and financing international trade, although the German private 
banks were also engaged in commercial banking.” 

In the City of London, until the last decade of the nineteenth century, 
two types of private banks co-existed: the private deposit banks and the 
merchant banks, and both can be considered as members of the haute 
banque on the basis of the wealth and social status of their partners. By 
the early twentieth century, nearly all the London private banks, with the 
exception of a few exclusive West End banks, had been taken over by the 
joint stock banks. The London haute banque thus became much more 
similar, as far as its functions were concerned, to its continental counter- 
part. But the London haute banque was to prove the most resilient: it 
remained in the inter-war years, and indeed up to this day, a decisive 
component of the English banking sense, whereas it had lost almost all 
significance in Berlin and had entered a period of decline in Paris. 

The financial aristocracy was stronger in London because its existence 
rested on a banking speciality which was not undertaken by the joint 
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stock banks. Asis well known, the two specialities of the merchant banks 
were the accepting and issuing businesses, and, even though competition 
was growing in the early twentieth century, the merchant banks were 
not really threatened until the First World War. After the war, they 
compensated for their loss of international business by turning to the 
domestic market, where they met with little competition from the joint 
stock banks.” 

The situation was different in Berlin where the big banks were engaged 
in all the activities which constituted the private banks’ speciality. 
Incidentally, it is not without interest to note that in the City of London 
itself the German big banks were amongst the strongest competitors of 
the English merchant banks in the accepting business, in particular the 
Dresdner Bank and the Disconto-Gesellschaft.” The result was that only 
a few very strong and very wealthy private banks could survive, at least at 
the top of the league. There remained about 460 private bankers in Berlin 
in 1902, but they were small firms, many of them being in fact brokers 
and commission agents on the Berlin Stock Exchange,” and cannot 
be considered as part of the financial aristocracy. In the inter-war 
years, after Bleichrdder had become ‘a shadow of itself ,” Mendelssohn 
remained the only major Berlin private bank, while Warburg of Ham- 
burg, thanks in particular to its New York connections, rose to inter- 
national prominence. During the Nazi period, M.M. Warburg & Co. was 
‘Aryanised’ in 1938 and its name changed to that of Brinckman, Wirtz & 
Co. in 1941, while the Mendelssohns preferred to join the Deutsche Bank 
in 1938.” 

The Parisian haute banque remained very rich and very powerful until 
1914 and beyond, and this was in no small way due to the international 
character of Paris as a financial centre. However, the activities of the 
banques d'affaires, the most important of which was the Banque de 
Paris et des Pays-Bas, were certainly encroaching on the traditional 
banking specialities of the haute banque, particularly the issue of foreign 
loans. It is significant, for example, that in the various Argentine loans 
that they issued between 1907 and 1914, Baring Brothers dealt, for 
the portion of the loans to be issued in Paris, with the Banque de 
Paris et des Pays-Bas and its two associates, the Société Générale 
and the Comptoir d’Escompte; in Germany, Baring’s partners were the 
Disconto-Gesellschaft, associated with the Deutsche Bank.” The same 
is true about the financing of foreign railways, mining companies and 
others. In the Far East, the Banque de |’ Indochine became the privileged 
instrument of French foreign policy, and the Banque de Paris et des Pays- 
Bas played the same political role in Morocco.” However, as David 
Landes showed some 35 years ago, the ‘new bank’ was very much a 
product of the old one.* There were members of the haute banque on the 
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board of the Banque de Paris et des Pays-Bas and another important 
banque d'affaires, the Banque de P'Union Parisienne, was created and 
owned by the haute banque. Members of the haute banque also filled the 
boards of the major insurance companies, in particular the biggest 
one, the Compagnie d’Assurances Générales where, as late as 1926, 
the chairman was the Baron de Neuflize and the vice-chairman Emest 
Mallet. The haute banque was also strongly represented on the boards 
of the railway companies and, most importantly, among the directors 
of the Banque de France. The semi-nationalisation of the Banque de 
France in 1936, that of the railway companies the following year and 
the nationalisation of the commercial banks — but not of the banques 
d’affaires — and insurance companies in 1944—46 undoubtedly diminished 
the control exerted by the haute banque over the financial sector of the 
French economy.” 

Such a control was even more impressive in the City of London, 
where the most prominent merchant banks and merchant houses were 
represented, through their partners, on the boards of the major joint 
stock banks, overseas banks, insurance companies and investment trusts 
as well as on the Court of Directors of the Bank of England. This situation 
put the private firms in a position of collective control over the funds of 
huge financial institutions and gave them an economic power which went 
far beyond the size of their private firm.” 

Contrary to their English and French counterparts, the German 
private bankers did not succeed in keeping control over the large financial 
institutions they had themselves created. The founders of the Deutsche 
Bank in 1870 were private bankers and the evolution of its relationships 
with one of them, Delbrick, Leo & Co., is revealing in that respect. At 
first, all the issue business was jointly undertaken, but as the Deutsche 
Bank grew stronger the relationships increasingly cooled, with the 
director general, Georg Siemens, having the edge over the chairman of 
the supervisory board, Adelbert Delbrück.” The identity of functions 
between private and joint stock banks as an explanatory factor has 
already been discussed. Another explanation lies in the higher status 
enjoyed by professional bankers in Germany, which is reflected in the 
differences between the management structure of the English and French 
banks on the one hand and of the German banks on the other hand. 

In England and France, a clear demarcation separated the directors 
from the managers. The directors were concerned with defining the 
general policy of their bank and supervising its management. This super- 
vision could be very close, through committees of the board which met 
regularly to control one aspect of the bank’s activity. The responsibility of 
running the day to day business of banking was left to the managers 
whose ultimate status was therefore that of subordinate to the directors. 
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Socially, there is no doubt that the managers, including the general 
manager, enjoyed a lower status than the directors. The former often 
came from a lower middle-class social background and made their 
entire career in the same bank of which they were full-time salaried 
employees; the latter were partners in a merchant or banking firm, 
company directors, retired businessmen, men of independent means, 
sometimes former civil servants or political notabilities, and devoted only 
a part of their time to the bank. There were differences between the 
English and French banks — for example the board of directors was more 
involved in the management of the bank in England, whereas the social 
status of the managers could be higher in France. However, they were 
minor in comparison to the German model.* 

Such a social and professional division did not exist in Germany. As is 
well known, after 1870 German companies were required to have, 
in addition to their executive board (Vorstand), a supervisory board 
(Aufsichtsrat)." It would be a mistake to compare the members of 
the executive boards to the managers of an English company and the 
members of the supervisory board to the directors. The members of the 
executive board were not only responsible for the daily routine of bank- 
ing activities; they were the real heads of their bank, deciding its long- 
term strategy as well as its short-term tactics. They were rather in the 
position of the managing directors of an English bank while the members 
of the supervisory board could be compared to non-executive directors in 
England. The example of the Deutsche Bank is the most striking. In 1907, 
it was managed by an executive board of six members. Among them, 
Arthur Gwinner, usually considered as the unofficial head of the bank, 
was in charge of external affairs: foreign loans, foreign investments, in 
particular the Ottoman railway. Carl Kl6nne, already mentioned, was in 
charge of industrial finance. Rudolf Koch was responsible for the current 
and deposit accounts as well as the relationships with provincial banks, 
while Paul Mankiewitz was responsible for Stock Exchange operations. 
Significantly, the chairman of the supervisory board was Wilhelm Herz, 
at the time over 80 years old, one of the most prominent merchants in 
Berlin.® 

It is important to bear in mind that the members of the executive 
boards were not subordinate to the supervisory board — as managers of an 
English or French bank with similar share of responsibility would be to 
the directors — and that they enjoyed the same social status. This is 
shown, for example, by the fact that two of them were ennobled, Arthur 
Gwinner and Rudolf Koch; no manager of an English bank was ever 
raised to the peerage during that period. Rudolf Koch was on the central 
committee of the Reichsbank, alongside private bankers such as Albert 
von Oppenheim, Julius Bleichréder or Paul Schwabach, as well as repre- 
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sentatives of the other big banks. Apart from the fact that a clearing 
banker could not become a Director of the Bank of England, bank 
managers in England hardly ever represented their bank on the board of 
other companies, unlike the members of the executive boards of the 
German banks who could chair several supervisory boards, in particular 
of industrial companies. The higher social status of the members of the 
executive boards of the German banks in Germany is also reflected in 
their personal wealth. The richest of them, men such as Carl Fürstenberg, 
of the Berliner Handelsgesellschaft, Eugen Gutmann, of the Dresdner 
Bank, or Arthur Gwinner, of the Deutsche Bank, had fortunes estimated 
at around 16 million marks in 1911, that is £800,000. This is the sort of 
fortune left by a rich merchant banker in the City of London: such 
considerable City figures as Henry Huck Gibbs, later Lord Aldenham, or 
Alexander Kleinwort did not leave as much as that., Among the less 
wealthy, Ernest Russel, of the Disconto-Gesellschaft, had an estimated 
fortune of two to three million marks in 1911, that is between £100,000 
and £150,000, which is well above the average fortune of the general 
manager of an English bank: 66 per cent of those active betwen 1890 and 
1914 left an estate valued at less than £50,000.° This is not to suggest, 
however, that banking fortunes were higher in Berlin than in London. On 
the contrary. We will come back to that point in the next section. 

The status of the professional bankers in England and France improved 
from the beginning of the twentieth century and in particular after 
1914. An increasing number of general managers became chairman of 
their bank. One of the earliest and most spectacular examples is that of 
Edward Holden, who became chairman and managing director of the 
Midland Bank in 1908. Another is Frederick Goodenough who became 
chairman of Barclays Bank in 1917, the most private of the British 
clearing banks, after having been secretary and then general manager. In 
France, in the same year, Adrien Mazerat, general manager of the Crédit 
Lyonnais between 1882 and 1905, succeeded Henri Germain, the founder 
of the bank, as chairman. At the Société Générale, Louis Dorizon, who 
had started as an office boy in 1874, rose step by step to become manager 
in 1896, general manager in 1909 and finally chairman in 1914. Senior 
managers also increasingly tended to hold the position of managing- 
directors rather than general managers. At the Midland Bank, after 
Holden’s death in 1919, three joint managing directors were appointed. 
At the Crédit Lyonnais, after Germain’s death in 1905, his two sons-in- 
law, Edmond Fabre-Luce, originally a diplomat, and Baron Brincard, 
became joint managing directors, the latter becoming chairman in 1919. 
In France, an important factor in the rise of the professional bankers was 
the higher proportion of university-educated managers. In particular, the 
banks increasingly recruited finance inspectors to fill senior managerial 
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positions. In the course of time, especially after World War I, this grand 
corps was to become the main supplier of French senior bankers.“ 
The integration of full-time professional bankers to the financial elite 
took place earlier in Germany than in England and France. All the 
descriptions of Berlin Hochfinanz before 1914 put side by side private 
bankers and top salaried managers of the big banks.“ This took another 
generation to happen in France, and even longer in the City of London. 
But was this closely-knit German banking community as integrated to the 
upper-classes as the English and French financial aristocracies? 


HI 


Wealth is a first indicator of social status, although not necessary a 
sufficient one as it usually takes a second generation to gain full social 
acceptance. In the three countries, bankers and financiers were the 
wealthiest business group in the early twentieth century. In England, 
according to Rubinstein’s figures, 51 per cent of the non-landed million- 
aires and half-millionaires deceased between 1900 and 1919 were engaged 
in banking, commerce and other services; the proportion is 47 per cent for 
those deceased between 1920 and 1939. The figures are very similar for 
Germany: according to Dolores Augustine, the tertiary sector accounted 
for 47 per cent of businessmen with estates of six million marks — that is 
£300,000 — or more in 1911. Bankers, with 27 per cent, were the largest 
single group and, interestingly, formed a larger proportion than their 
English counterparts who accounted for 22 per cent of the businessmen 
worth £500,000 or more deceased between 1900 and 1919 and 19 per cent 
of those deceased between 1920 and 1939.“ This reflects the wider spec- 
trum of business opportunities existing then in the British economy rather 
than a greater strength of the financial sector in Germany. 

Wealthy bankers and financiers — with say £300,000 or more — were in 
fact more numerous in Britain. The level of their fortune was also higher, 
although not of a different order of magnitude. The richest bankers in 
Berlin in 1911 were Hans von Bleichréder, with £1.5 million, Robert von 
Mendelssohn, with £1.3 million and Paul von Schwabach, with £1 million. 
Many more City of London bankers were millionaires and the largest 
fortunes were in the region of £2.5 million, as in the case of Lord 
Rothschild, the second Lord Revelstoke, or Everard Hambro. The 
fortune of the most successful financiers could reach greater heights, for 
example Sir Ernest Cassel, who left £7.3 million in 1921. Compared to 
London, Berlin was handicapped because of its more recent accession to 
the position of Germany’s financial capital. The largest German banking 
fortunes were not in Bertin, but still in Frankfurt, with Maximilian von 
Goldschmidt-Rothschild, worth £8 million in 1911 — he had married the 
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daughter of Willy von Rothschild, the last male member of the Frankfurt 
branch —and Eduard Beit von Speyer, worth £4.4 million. The aggregate 
fortune of the Rothschilds and Goldschmidt-Rothschilds in Frankfurt in 
1911 reached £19.2 million:” the family fortune long outlived the banking 
house, which closed in 1911. There are unfortunately no equivalent 
figures for France, as the studies undertaken so far refer to businessmen 
as a single category without further differentiation. However, consider- 
ing the concentration of millionaires in Paris and the huge fortunes of 
some of the directors of the Banque de France studied by Alain Plessis for 
an earlier period, there is some indication that banking and finance 
accounted for a fair share of the French millionaires.* Comparative 
analysis of the levels of fortune after 1914 remains for the moment 
impossible. 

Education cannot be readily used as an indicator of social status. For 
England, education at a public school is usually considered as a criterion 
of absorption into the upper classes, but this can hardly be said of 
education at a German Gymnasium or a French lycée, even though a very 
small percentage of the population obtained a baccalauréat or an Abitur. 
Education, on the other hand, has often been linked to business 
performance, and in that respect the most striking feature is the 
comparatively low level of education of German bankers. For 1907, a 
sample of 20 bankers, mostly members of the executive boards of the four 
‘D’ banks shows that the training of half of them consisted jn a banking 
apprenticeship, while 25 per cent went to university. In England, 
although only four per cent of managers studied at a university during the 
period 1890-1914, 42 per cent of directors did so, mostly at Oxford or 
Cambridge. For 1927, in Germany, the proportion of apprenticeships 
rises to 59 per cent, 23 per cent being universityeducated; details of 
education are unknown for only 18 per cent. In England, for the same 
year, the analysis of the education of the chairmen, vice-chairmen, 
general managers or managing directors of the ‘Big Five’ produces almost 
identical results: 60 per cent did not go beyond secondary education, 
while 20 per cent studied at a university, the details of education of the 
remaining 20 per cent being unknown; the percentage of 
university-educated cases, however, rises to 40 per cent if only the 
chairmen and vice-chairmen are considered. In France, from a sample of 
bankers established on the same basis, it appears that a third pursued 
their studies at a university, but with no available information for more 
than half of the cases, the percentage is most probably underestimated.” 
Whatever the influence of German bankers on industry, it was not due to 
any superior level of education. 

In the three capitals, bankers and financiers led an aristocractic way of 
life. They lived in a fashionable area such as Mayfair or Belgravia in 
London, the 8ème or the 16ème arrondissement in Paris, or the western 
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area near the Tiergarten in Berlin, coupled with a seat in the country. 
Membership of a prestigious club was also a mark of upper-class status, 
primarily in London, but also in Paris; as far as Berlin was concerned, 
there were no such clubs and on the whole the German capital had a less 
active social life than the British and French ones. In the three capitals, 
the banking elites were geographically and socially close to the political 
and administrative elites, and had their entrées into higher government 
circles.* 

Despite these apparent similarities, bankers and financiers in London, 
Paris and Berlin did not enjoy the same social and professional status in 
their respective country. In Britain, City bankers clearly were the most 
prominent business group, being on the whole richer, more integrated 
Into the aristocracy and closer to political power than industrialists. The 
separation between what we could call a national bourgeoisie, based on 
the capital, and a provincial bourgeoisie, coincided to a large extent with 
the separation between the City and industry, although this distinction 
tended to diminish from the inter-war years as the largest industrial 
companies increasingly moved their head office to London and the most 
successful industrialists were gradually integrated into the upper classes.” 

The differentiation between a national and a provincial bourgeoisie 
applies even better to France. However, contrary to England, the 
national bourgeoisie included from an earlier date various categories of 
businessmen. Paris was not only the home of the haute banque and the 
large financial institutions, but of any company of some significance in 
France. French top industrialists were more mtegrated to the upper 
Classes than their English counterparts. Members of the old industrial 
dynasties fully belonged to the Parisian society, the best known examples 
being Eugène Schneider and François de Wendel, the steel magnates.” 
The cohesion of the French business elite was certainly facilitated by the 
fact that the largest companies, whether financial or industrial, were 
often headed by former senior civil servants. However, as far as bankers 
were concerned, whatever their wealth and status, they could not escape 
the persistent hostility that the French felt towards banks, although it was 
more characteristic of the lower middle and rural classes than of the upper 
classes.” 

Berlin, despite being the political and financial capital of the Reich, 
was not the home of the most important business group in Germany. 
Despite their involvement in industrial finance and their massive pre- 
sence on the supervisory boards of industrial companies, German 
bankers never enjoyed the same status as their English counterparts who 
kept away from industry. In Imperial, as well as in Weimar, Germany the 
Ruhr industrialists were undoubtedly the business group enjoying the 
highest prestige and capable of exerting the strongest political pressure. 
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Their base, however, was in Düsseldorf, Cologne or Essen, although they 
had powerful antennae in Berlin, in particular through their professional 
organisations. As Gerlad Feldman put it: ‘the pre-war power and prestige 
of German banking ... lay in its enthusiastic participation in the adven- 
ture of German industrialization’.* 

A difference between London, Paris and Berlin, which partly explains 
the position of bankers in English society, is that the City aristocracy was 
not primarily composed of members of religious minorities. That was 
certainly true of the London private bankers; although they included a 
not insignificant contingent of Quakers, a great proportion of the latter 
had joined the Church of England during the period under review. But 
it was also true of the merchant bankers, at least as far as the most 
prestigious firms were concerned, apart from the Rothschilds who were 
in every respect an exceptional case. It is true that many of these firms had 
been established by foreign immigrants during or after the Napoleonic 
Wars, but from the second generation most of them were totally inte- 
grated into the English upper classes; they were no more part of a 
network of relationships characteristic of the religious minorities, but 
rather of a network of relationships linking together the old banking 
families and a number of landed families. If one adds to the merchant 
banks the most important merchant houses which, at least until 1914, 
must be considered as part of the financial aristocracy on the basis of their 
membership of the Court of Directors of the Bank of England, the result 
is that the impact of the religious minorities was much more limited in 
London than in Paris and even more in Berlin. As already noted, the 
haute banque in Paris was composed of several religions, but with a strong 
Protestant and Jewish element, while it was virtually entirely Jewish in 
Berlin.* 

Not only the banking, but more generally the business elite, was less 
integrated into the upper classes in Germany before 1914. There was 
no unified dominating elite in Germany, such as the ‘establishment’ in 
Britain or the ‘grand monde’ in France, based on the merger of top 
businessmen with another elite group. there might have been a new elite 
in Imperial Germany, in the sense that the aristocracy was henceforth 
sharing its power with the Grossbargertum, that they increasingly led the 
same way Of life, met socially and that intermarriage was becoming more 
frequent; the two groups might also have been functionally integrated. 
However, contrary to England, a complete merger, leading to the for- 
mation of a single social group, did not take place. On the other hand, the 
links between German big businessmen and other bourgeois elite groups 
were not as close as in France, where in any case the bourgeoisie did not 
have to share its power with any other social group. The reasons for this 
difference between Germany on the one hand, and England and France 
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on the other hand, are numerous and include Germany’s later industriali- 
sation and the federal structure of its state as well as the nature of the 
German Junkerturn. The specific position of the financial elites within the 
upper classes provides another element of explanation. As it has been 
suggested earlier in this article, there was no real German equivalent to 
the English or French financial aristocracy. In England and France, 
bankers were the first business group to be integrated into the upper 
classes, whereas in Germany the banking community was largely Jewish 
and so could not be absorbed fully into the dominating elite.” 


IV 


To summarise: economic power and social status do not necessarily move 
together and in the same direction. Despite the strong influence of the 
banks in the German economy, German bankers never enjoyed the same 
social status as their English counterparts. On the other hand, the Ger- 
man business community appears to have been more homogeneous, in 
the sense that the separation between ‘owners’ and ‘managers’ was less 
marked than in Britain and France.* German professional bankers were 
therefore earlier integrated to the financial elite than their English and 
French counterparts. The reasons for this early integration are mainly to 
be found in the position of the middle classes (the Bürgertum) in Imperial 
Germany. However, this integration was certainly facilitated by the 
existence of a supervisory board alongside the executive board, as both 
owners and managers basically enjoyed the same social and professional 
status. In addition, the existence of a supervisory board might well have 
helped the passage from family to managerial capitalism in Germany,” as 
it was easier than in Britain for owners to retain a certain degree of 
control over their enterprise without hampering the rise of salaried 
managers. Although this would apply more to industry than banking, 
there is no doubt that the subordinate status of managers in England 
contributed to the lasting dominance of the financial world by a City 
aristocracy.© 


One should not conclude, however, that German bankers were more 
‘professional’ than their English and French counterparts. English bank 
managers ran their business in a thoroughly professional manner and 
generated higher profits than their Continental competitors.“ The lack of 
expertise of the British clearing banks in industrial financing has often 
been noticed® but must be attributed to the absence of tradition and 
experience in that particular field rather than to a lack of professionalism. 
As far as the French banks were concerned, it should be remembered that 
the Crédit Lyonnais was one of the very first banks to create a financial 
analysis department, as early as 1871,° and, as has been noted earlier, 


68 BANKS AND MONEY 


French bank managers had on the whole a higher level of education than 
their English and German counterparts. And whatever the forms of 
organisation of the German ‘universal’ banks and their representation on 
the supervisory boards of innumerable industrial companies, German 
bank directors were very conservative during the 1920s and apparently 
lacked entrepreneurial spirit.“ In any case, the management structures of 
the joint stock banks have so far attracted little attention from historians, 
especially in comparison with manufacturing industry; this should prove a 
fruitful field of investigation, not only at the level of the financial elites, 
but also of the lower strata of the banking hierarchy. 
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British Investment Banking and Industrial 
Decline before the Great War: A Case Study 
of Capital Outflow to Canadian Industry 


GREGORY P. MARCHILDON 
Johns Hopkins University 


‘Few would deny that Great Britain's immense capital export must be 
counted among the most important phenomena of British and world 
history in the late nineteenth and early twentieth centuries. Never 
before or since has one nation committed so much of its national 
income and savings to funding overseas assets.’ 


So begins Michael Edelstein’s detailed study of British foreign invest- 
ment before the Great War. Between 1870 and 1913, Britain devoted 5.2 
per cent of its gross national product to foreign lending while Germany 
and France, the two other major creditor nations of the world, averaged a 
rate of only two to three per cent of national product.’ This flood of 
investment was channelled largely through British investment bankers 
and stockbrokers, who convinced wealthy investors, and a few of more 
modest means, to transfer their savings to foreign and colonial govern- 
ment and corporate securities. At the same time, Britain’s own economic 
growth was slowing and her industries were losing their com-petitive edge 
in world markets. It is not surprising, therefore, that this unprecedented 
capital exodus, and the role played by the City of London banks in 
facilitating it, has often been perceived as one of the causes of domestic 
industrial decline. 

One of the foremost scholars of British investment banking, Stanley 
Chapman, best summarises the accepted wisdom on the subject: ‘Most 
economic historians have agreed that the London capital market was 
biased towards overseas investment, neglecting the opportunities of 
domestic industry’ while ‘others have seen clear evidence of lack of 
entrepreneurial spirit in the situation’. Chapman himself seems to agree. 
He explains these shortcomings by referring to the international focus of 
the City banks as well as their natural preference for trade and govern- 
ment finance over manufacturing of any origin.” This preference was 
due in part to the greater risk that attached to the recently established 
industrial securities market. In one of the most widely read books in 
economic history, David Landes explains that, by the first half of the 
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nineteenth century, the British banking system was “passive rather than 
active, responsive rather than creative' and to the limited extent that the 
British “capital market did direct the flow of funds, habit and predilection 
combined to give the preference to overseas governments and to public 
utilities, foreign and domestic', over industry, foreign or domestic. 
Alex Cairncross and William Kennedy have presented somewhat more 
sophisticated arguments adding weight to the “institutional rigidity' 
argument or what could more specifically be called the anti-industrial bias 
of City banks.‘ 

This perception of British banking, however, is contradicted by recent 
case evidence. Ranald Michie’s considerable body of work demonstrates 
the innovative flexibility of the individuals and institutions that made up 
capital markets both in the City and in Scotland and their willingness to 
take on the risk inherent in industrial finance.’ A case study of Foster & 
Braithwaite discloses that at least one City firm financed industry on a 
regular basis until the higher risks posed by this activity convinced the 
firm partners to eschew industrial financing and company promotion 
generally in favour of a more conservative strategy after the Great War.‘ 
And on the basis of his aggregate statistical study of the British capital 
market, Michael Edelstein argues that financial services changed rapidly 
in response to real economic changes suggesting institutional robustness 
rather than rigidity.’ 

Two recent reviews of the literature dismiss earlier simplistic argu- 
ments concerning the City’s culpability in industrial decline. One con- 
cludes that, although the City was not remiss in its duty as a financial 
intermediary per se, it could (and should) have played an active and 
constructive role in requiring British industry to restructure.' The other 
argues that, even with the considerable research of recent years on the 
quantity of overseas security issues and their yields, we still have too little 
knowledge of individual issues and their distribution and ownership as 
well as the investment plans of investors and individual industrial enter- 
prises to come to any definite conclusions about the relationship between 
the City and industrial decline.’ More importantly, aside from the case 
evidence mentioned above as well as numerous studies of two of Britain’s 
most venerable merchant banks, Barings and Rothschilds, we know 
almost nothing about the majority of financial intermediaries that were 
involved in these issues and their methods of operation. The latter studies 
in particular have led to erroneous generalisations concerning the nature 
of British investment banking. 

The purpose of this paper is to examine some of the many other 
investment banks that were involved in the remarkable capital exodus 
during the age of high imperialism. It is a case study of a certain constella- 
tion of British investment bankers and their financing of Canadian manu- 
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facturing industry before the Great War. Evidence is presented con- 
cerning the extent to which London investment banks and their clients, 
the British investing public, were prepared to finance industry. Based on 
this evidence, an inference will be drawn as to the alleged anti-industrial 
bias of British investment banks. 

Although a case study, this examination constitutes more than a minor 
chapter in the story of British foreign investment in that “Canada was the 
largest borrower in the last great surge of British lending absorbing 
perhaps a third of British lending’ between 1902 and 1914.” As J.A. 
Hobson noted in 1906, Canada was ‘conscious, uproariously conscious, 
that her day had come ... The poor relation had come into her fortune’.” 
This ‘fortune’ was the wealth being generated through the rapid develop- 
ment of the Canadian economy, and British investment, through the 
London issue market, provided the largest single source of the capital 
used to finance this growth. Although Europeans from the continent 
regularly invested through the London capital market, the limited case 
evidence available coupled with a contemporary sample of 22 Canadian 
industrials indicates that the vast majority of those who purchased the 
Canadian industrial shares floated on the London market were in fact 
British citizens.” 

One definitional problem should be disposed of immediately. There 
are many, often conflicting, definitions of banking. This study is confined 
to that branch of financial intermediation directly concerned with long- 
term capital advances through the sale of corporate securities com- 
monly known as investment banking. Deposit banks, those financial 
intermediaries that receive ‘money on deposit to be accounted for on 
demand by means of cheques’ are of secondary interest because of their 
emphasis on short-term advances to industry.” The difficulty is in deter- 
mining what is or is not an investment bank.” In this paper, the term will 
be restricted to those entities which act as principals in the market for new 
securities: that is, those entities that promote, issue, and underwrite new 
security issues as opposed to those that simply act as agents in the sale of 
either new or old securities to investors. The formal or legal name of the 
financial intermediary is unimportant; if an individual promoter, bank, 
trust company, or even stockbroking firm regularly acts as a principal in 
the new issue market it will be regarded as an investment bank. Since the 
vast majority of banks, trust companies, and stockbroking firms in the 
City acted as agents rather than as principals in providing long-term 
industrial capital, they should not be regarded as investment banks, but 
the few identified as performing a more direct role will be so treated. 

Most of the great merchant banks would be considered investment 
banks under this definition. They merely constitute a special case 
because of their history. They began as general merchanting operations 
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occasionally handling bills of exchange and acceptances. Eventually they 
evolved into more specialised financial intermediaries sometimes hand- 
ling new issues of securities. Being established and internationally known 
houses, they generally handled large government debt issues. On the 
other hand, the smaller industrial, public utility, and mining issues be- 
came the stockintrade of a few specialised promoters and the new invest- 
ment bankers, many of whom were recent Jewish immigrants from the 
continent. The paths of the merchant bank, the promoter, and the new 
investment bank sometimes crossed in competition for the railway issue 
business.” 

The newer investment banks were much more connected to the activi- 
ties that surrounded the London Stock Exchange than the long- 
established merchant banks. In fact, many of the individuals who created 
these banks started their careers as stockbrokers and stockjobbers. Only 
a handful were recognised as banks in the Banking Almanac, the annual 
directory of banks regularly used by City firms.“ Nevertheless, these 
financial intermediaries were responsible for issuing and underwriting the 
securities of the majority of industrial and utility companies, as well as a 
large number of railway companies, that came from every corner of the 
globe to tap into the London capital market. 


H 


Long before a market for industrial securities existed in Canada, 
Canadian industrial firms obtained longterm capital from British inves- 
tors through English and Scottish financial intermediaries. These invest- 
ments came on the heels of large railway security flotations in London 
sponsored by prominent City merchant bankers. Beginning in the 1830s, 
the provincial authorities in what would eventually become Canada 
began to raise money through debentures issued by merchant banks such 
as Barings and Glyns.” Barings and Glyns then issued shares on behalf of 
the Grand Trunk Railway of Canada in the 1850s. Although they lost a 
total of £800,000 on Grand Trunk flotations by 1860, these and other 
investment banks continued to work raising money for other Canadian 
railway companies in subsequent decades. After its creation in 1881, the 
securities of the Canadian Pacific Railway became a favourite among. 
British investors, and a wide assortment of the larger British investment 
banks, including of course the oldestablished merchant banks, were 
involved in the flotations which funnelled millions of pounds into the 
building of this transcontinental railway.” 

The Canadian capital market was simply too shallow in terms of the 
number and wealth of investors to support the large blocks of securities 


76 BANKS AND MONEY 


issued by corporate leviathans such as the Canadian Pacific Railway 
and no industrial enterprise approached the size of this railway company 
until after the merger movement of 1909-12. The few large industrial 
enterprises willing and able to sell their securities to a national body of 
investors before this time were an inadequate foundation upon which 
to build a sophisticated Canadian securities market. Therefore, when 
the first large Canadian industrials did seek long-term capital in the 
late nineteenth century, they went to London, the most advanced and 
sophisticated capital market in the world until the emergence of New 
York as an international financial centre during the Great War. They 
were aided in this process by Canada’s colonial relationship with Britain 
and by the fact that many of the families of the owners of these large 
enterprises originally came from the British Isles and consciously kept up 
their connection to the ‘mother country’.” 

One of the earliest examples of a Canadian industrial flotation in 
London was the Dominion Brewery issue of £240,000 worth of securi- 
ties in 1889. This issue came in the midst of the British brewery flota- 
tion boom which had been initiated by the very successful Guinness 
share issue in 1886.” It is very likely that Robert Davies, the Dominion 
Brewery’s owner, was aware of the boom and decided to take full 
advantage of investor sentiment in Britain by jumping on the bandwagon. 
Unfortunately, it is impossible to infer whether Davies or the British 
investment bank responsible for floating Dominion Brewery’s shares, the 
London & Colonial Finance Corporation, was the creative force behind 
the decision to tap into the London capital market at this opportune 
moment. Nonetheless, the few documents filed with the London Stock 
Exchange to obtain a listing after the flotation do permit a limited 
investigation of this early issue. 

A Canadian quite likely of British descent, Robert Davies had estab- 
lished the Dominion Brewery in Toronto in 1879. The business grew so 
rapidly during the next tcn years that the firm’s need for new plant 
and equipment outstripped the supply of earnings that could be ploughed 
back into the business. Davies decided to turn his operation into a limited 
company and publicly sell the new company’s securities to British 
investors to raise the necessary capital in two ways. First, he was relegated 
to the position of one shareholder among many, although he was con- 
tractually retained as general manager of the new company for a mini- 
mum of three years. Second, not having the requisite background to carry 
out this form of financing himself, Davies sold his brewery to a British 
investment bank which in turn sold the company at an even higher price 
to a newly incorporated English company, the Dominion Brewery Co. 
Ltd. The Davies firm thus became, at least nominally, a British company 
although its operations and management remained entirely in Canada.” 
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A few aspects of this complicated transaction are worth noting since 
it anticipated some innovative aspects of North American investment 
banking that would eventually be adopted by British firms. In particular, 
the investment bank, London & Colonial Finance, took on all of the 
expenses as well as the risk of failure of the new issue. By purchasing the 
old brewery company outright it was in effect underwriting the entire 
issue and was compensated accordingly. Rather than receiving a cash 
commission, the merchant bank’s traditional form of remuneration, 
London & Colonial Finance received 31,545 shares in the new company 
for its services. This constituted 13 per cent of the issue, a substantial but 
perhaps not excessive fee given the underwriting function performed by 
London & Colonial Finance and the fact that the subsequent flotation 
turned out to be a great success. Financial tasks involving minimal risk 
were farmed out to other financial specialists. The City stockbroking firm 
of Coates, Son & Co. was retained as brokers for the issue while a London 
deposit bank, the National Bank Ltd., played the more passive role of 
accepting applications for the purchase of Dominion Brewery’s shares.” 

The next major Canadian industrial flotation on the London market 
involved the Dominion Cotton Co.’s sale of £305,200 worth of deben- 
tures in London in 1895. One of the largest textile manufacturers in 
Canada, Dominion Cotton appointed Coates, Son & Co. rather than an 
established merchant bank to handle the new issue of £305,200 worth of 
debentures. This case illustrates the fluid nature of financial institutions 
in the City at this time as well as the ‘stock market origins’ of many of the 
emerging investment banks.” Coates, Son & Co. appears to have done 
everything from preparing the prospectus to conducting the flotation, 
receiving the share applications and registering the purchase of shares. 
The firm even acted as Dominion Cotton’s agent in its application to have 
its shares listed on the London Stock Exchange.* 

This involvement of British investment banks in directing capital 
towards Canadian industry, particularly that sector defined as manu- 
facturing under national standard industrial classification schemes, 
accelerated in the decade preceding the Great War. The amount they 
raised from predominantly British investors through the London market 
rose steadily until 1909, when the amount jumped dramatically during the 
Canadian merger wave of 1909-12. During these years, large Canadian 
industrial consolidations were floated with great frequency in London.” 

Table 1 illustrates the amount of capital raised for Canadian manu- 
facturing companies on the London market between 1905 and 1913. This 
amount is compared in both absolute and relative terms to the annual 
value of all Canadian issues on the London market, which included 
traditionally larger items such as government and railway security issues. 
We see that manufacturing issues rise from an average of 4.35 per cent of 
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TABLE 1 


CANADIAN CAPITAL RAISED THROUGH THE LONDON 
ISSUE MARKET, 1905-13 





Nominal Nominal Manufacturing Actual 
Value of Value of as Per Cent Value of 
Total Canadian Manufacturing of Total Manufacturing 
Year Issues Issues Issues Issues 
(£000) (£000) (£000) 
1905 13,530 585 4.3% 585 
1906 6,428 303 4.7% 397 
1907 11,2% 540 4.8% 529 
1908 29,355 1,059 3.6% 1,050 
1909 37,412 3,981 10.6% 3,721 
1910 38,454 5,619 14.6% 5,421 
1911 39,856 4,965 12.5% 4,889 
1912 32457 3,435 10.6% 3,225 
1913 47,636 3,428 7.2% 3 342 





Source: Derived from F.W. Field, Capital Investments in Canada (Toronto, 
3rd ed. 1914), pp. 11, 259-81. 


total Canadian issues on the London market between 1905 and 1908 to an 
average of 12.1 per cent for the subsequent four years which are, in effect, 
the years of the first great Canadian merger wave. In absolute terms, we 
see that Canadian manufacturers received almost ten times more capital 
in 1910 than what they obtained in 1905 through the London new issue 
market. Since many of the issues were sold at a slight discount below their 
par value and a few were sold at a premium slightly above par value, a 
final column of actual value as opposed to nominal value of issues is 
included in Table 1. The relatively small gap between the nominal value 
of manufacturing issues and the actual value adds credence to the original 
comparison. 

The investment banks involved in this remarkable transference of 
capital were almost all based in the City of London, although they 
increasingly faced competition from Canadian investment banks head- 
quartered in Montreal and Toronto that were beginning to grab some of 
the risky but lucrative new issue business in Canadian industrials. 
Firms such as the Dominion Securities Corporation, the Royal Securities 
Corporation, the Dominion Bond Co., the Montreal-London Securities 
Corporation, C. Meredith & Co., and the Investment Trust Co. estab- 
lished their own houses in London at this time. Already in control of 
the Toronto and Montreal portion of Canadian industrial flotations, 
they soon began taking a slice of the much larger London issue and 
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underwriting business. By this time as well, six of the larger Canadian 
deposit banks had established branches in London and were beginning to 
pick up some of the more routine aspects of the Canadian industrial 
issue business at the expense of the more established British commercial 
banks. 

Perhaps anticipating the challenge posed by these entities, some of the 
City investment banks recruited young Canadians into their own firms. In 
this way, City banks were able to assimilate the skills of North American 
investment banking practices while acquiring additional Canadian busi- 
ness. James Dunn, a broker who specialised in arbitrage operations 
between stock exchanges as well as in security flotations in Montreal, 
Joined forces with Louis Fischer to form the London investment bank of 
Dunn, Fischer & Co. in 1905. One year later, Edward Mackay Edgar, 
another member of the Montreal Stock Exchange, moved to London to 
become a partner in the investment bank of Sperling & Co. and a member 
of the London Stock Exchange by 1908. A few years later, E.R. Peacock 
left Dominion Securities of Toronto to join Barings. All eventually 
became the dominating personalities in these British investment banks.” 
Some investment banks were able to specialise in Canadian business 
without hiring any Canadians at all, although the senior partner of the 
Canadian Agency, one of the largest of these firms, was the son-in-law 
of Earl Grey, the Governor-General of Canada, and exploited this 
connection to the fullest extent possible.” 


HI 


In order to obtain some idea of the British investment banks involved 
in this significant transfer of capital to the manufacturing industry of 
another nation as well as their method of operation, some of the recotds 
of the London Stock Exchange were examined. Using a list of Canadian 
manufacturing company flotations on the London market as well as a 
list of new industrial merger issues floated in London, both of which 
were previously compiled,” the London Stock Exchange’s index of 
applications for listing was searched to determine which companies had 
applied for listings after their floatations.” Although a significant number 
of the companies which floated an issue of securities in London before the 
merger wave of 1909-12 did not subsequently apply to have these 
shares listed on the London Stock Exchange, the later manufacturing 
consolidations were of the requisite size to make such a listing worth- 
while. Consequently, the information derived from this survey is neces- 
sarily weighted towards the years immediately preceding the Great War. 

The British investment banks involved in providing finance to Canadian 
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industry turn out to be an eclectic mixture. It included large and estab- 
lished merchant banks as well as small trust companies and stockbroking 
firms now long forgotten. In order to determine which banks were pre- 
disposed to act as issue houses, however, it was essential to ferret out the 
investment bank primarily responsible for any given flotation given that 
many investment banks were involved in the underwriting of any single 
issue in order to spread the risk of failure. For example, the sample 
indicates that the larger merchant banks such as Lazard Brothers, Speyer 
Brothers, and Kleinwort, Sons & Co., were reluctant to shoulder the 
primary responsibility for such manufacturing issues (and therefore most 
of the burden of the risk of the flotation’s failure), even though they were 
perfectly prepared to take on large slices of underwriting in a number of 
flotations. In one exceptional case in 1909, Speyer Brothers was prepared 
to take charge of the flotation of a very young but large Canadian steel 
company.” 

Table 2 specifies the British investment banks that acted as the main 
houses of issue for Canadian manufacturing company flotations in the 
years preceding the Great War. It is not meant to be a comprehensive list 
of all the British investment banks in charge of new Canadian industrial 
issues. This was impossible to obtain because of the number of Canadian 
companies which obtained funds through the London market but never 
applied to have their shares listed on the London Stock Exchange and 
therefore left no evidentiary trail. Nor is Table 2 a representative list; 
those companies that ultimately obtained a quotation were without doubt 
the larger manufacturing companies in Canada. Nonetheless, it does 
provide some useful evidence concerning the types of investment bankers 
prepared to take on new industrial issues. For the most part, it was the 
smaller and more specialised investment banks that accepted the greatest 
risk in floating the shares of Canadian manufacturing companies. It 
is likely that the long-established investment banks, particularly the 
merchant banks, were not as willing to risk reputation and capital on the 
front-lines of this new industrial issue business even while some were 
prepared to take on a slice of underwriting. 

Contrary to what occurred on the continent, where large incorporated 
universal banks conducted the majority of new issue investment banking, 
this business took on a much more personal nature in the Anglo- 
American world where small unincorporated investment bankers and 
individual promoters specialised in such work. As a consequence, indivi- 
dual personality played a greater role.* Often the institutional structure, 
whether a private bank, trust company, or stockbroking firm, was less 
important than the financier behind it. Therefore, in cases where a 
dominant individual personality within the investment bank could be 
identified, at least with respect to the Canadian flotations, the name is 
included in brackets below the name of the bank in Table 2. 
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TABLE 2 


LONDON INVESTMENT BANKS ACTING AS ISSUE HOUSES IN CANADIAN 
MANUFACTURING COMPANY FLOTATIONS BEFORE THE GREAT WAR 








Investment Manufacturing Size of 
Bank Company Issue Isue Year 
(£000) 
Western Canada Canada Iron Corporation 500 198 
Trust Ltd. Canadian Car & Foundry 648 1909 
(LH. Benn) Canadian Car & Foundry 483 1910 
Steel Company of Canada 948 1910 
Stee] Company of Canada 193 1911 
Canadian Steel Foundries 411 1911 
Cockshutt Plow Co 772 1911 
Sperling & Co Canadian General 322 1906 
(E.M. Edgar) Canadian General Electric 411 1907 
Dominion Steel Corporation 205 1912 
British Columbia Breweries 565 1912 
The Canadian Canada Cement Co 225 1909 
Canada Cotton 353 1911 
(A.M. Grenfell) 
The British Empire Canadian Western Lumber 1,320 1910 
Trust Co Canadian North Pac. Fish. 344 1910 
Speyer Brothers Dominion Iron & Steel 1,116 1909 
Kitcat & Aitken Amalgamated Asbestos 383 1909 
(R.M. Aitken) 
Brazilian Canadian Dominion Sawmills & Lumber 760 1910 
and General Trust Co 
Egerton, Jones Canadian Pacific Lumber 326 1911 
& Simpson 
British Foreign Dominion Canners 153 1913 
& Colonial Corp. 





Note: Sire refers to the price at which the issue was sold rather than the 
par value of the security flotation. 


Source: London Stock Exchange listing apphcations for above companies, 
Guildhall Library, MS 18000. 


In the majority of these merger promotions, smaller issues of securities 
would be floated in North America concurrently with the London issues. 
The Canadian flotation of an industrial consolidation would often be 
spearheaded by a Canadian merger promoter. At the same time, a 
London investment bank would be retained to put together the under- 
writing syndicate to handle the generally much larger British flotations. 
These City banks were not mere employees of the Canadian promoters, 


82 BANKS AND MONEY 


however. They controlled the British issue entirely and their skill, con- 
nections, and luck determined the success or the failure of the issue. The 
Canadian financiers were restricted to looking on anxiously as the ‘senior’ 
transatlantic financiers released the shares of their promotions into the 
vast sea of the London market.” 

The guiding hand behind Western Canada Trust, the most active issue 
house according to Table 2, was Ion Hamilton Benn, a ‘leading figure in 
the City’, and Unionist politician.” Despite the name of his firm, Benn 
was more concerned with the corporate flotation business than with 
traditional trust services. His connection with Canada began when he was 
a partner in Price & Pierce, London pulp and paper merchants that had 
interests in pulp mills and other projects in Canada. He soon became a 
director of Price Brothers Ltd., one of the largest pulp concerns in the 
country. In the course of this business, he met one of Canada’s youngest 
and most vigorous financiers, Max Aitken (later Lord Beaverbrook), 
who appointed Western Canada Trust the house of issue for the Canadian 
Car & Foundry and the Steel Company of Canada security flotations, two 
of Aitken’s major industrial mergers. Western Canada Trust was also a 
significant member of Canada Cement’s London underwriting syndicate, 
Aitken’s largest merger promotion. By successfully handling the London 
flotations of these industrial consolidations he helped make Aitken the 
most successful merger promoter of his day.” 

Sperling & Co. was the first City investment bank to specialise in 
Canadian industrial flotations. It was one of the many small Anglo- 
German houses that branched out from stockbroking activities into the 
general issue business. Regarded as one of the more ‘reckless’ firms in the 
City, it was consistently prepared to take on a position of great risk in 
floating new issues of corporate securities.* In this, it was similar to the 
Canadian Agency, the firm created in 1906 by Arthur Grenfell, one of the 
partners in the established merchant bank of Chaplin, Milne, Grenfell & 
Co., Limited (originally Morton, Rose & Co.). Impatient with the con- 
servative nature of Chaplin, Milne’s business, but unable to convince his 
partners to take on the risk associated with the more speculative types of 
Canadian security issues, particularly the industrial and land company 
flotations, Grenfell set up a smaller investment bank that concentrated on 
this expanding Canadian business as both an underwriter and issue 
house.” The Canadian Agency was Max Aitken’s first choice for an 
investment bank to handle the British flotations of his merger promotions 
but its bungling of the first Canada Cement issue infuriated Aitken and he 
restricted the firm’s work to underwriting in subsequent flotations. Un- 
like Sperling & Co., which grew into one of the more significant City 
investment banks, Grenfell’s poor choice of issue and underwriting busi- 
ness (and perhaps his own incompetence) bankrupted the firm by 1914.* 


CAPITAL OUTFLOW TO CANADIAN INDUSTRY 83 


Speyer Brothers was probably attracted to the Dominion Iron & Steel 
flotation of 1909 because it approached the larger railway issues in size. 
Two years later, a much smaller issue by the Dominion Steel Cor- 
poration, the successor company to Dominion Iron & Steel, was taken by 
Sperling & Co. rather than Speyer Brothers perhaps because the more 
modest profit on the smaller transaction held appeal only for the less- 
established investment bank. Speyer’s profit in the 1909 Dominion Iron 
& Steel flotation was in the form of common shares rather than a cash 
commission and by December 1912 it still held 11,700 common shares. 
Given that this was worth in excess of £100,000 and the probability that it 
had likely disposed of a substantial amount of its total common stock 
payment in the intervening three years, it is evident that Speyer Brothers 
made an enormous profit in this single transaction.” 

Too little is known about the other investment banks enumerated in 
Table 2 to draw any definite conclusions about their role as issue houses in 
Canadian industrial flotations. The British Empire Trust Co. appears to 
have been an older and more established trust company that nevertheless 
decided to try out the new issue business when the flotation in question 
was large enough to make it worthwhile.“ The Brazilian Canadian & 
General Trust Co. Ltd. may have had a similar background.“ On the 
other hand, the British Foreign & Colonial Corporation Ltd. described 
itself as an international investment bank with a head office in London 
and branches in France, Holland, and Switzerland. In fact, in the only 
example of an issue house not setting up an underwriting syndicate, 
British Foreign & Colonial took on the entire risk of the relatively small 
Dominion Canners flotation of 1913.8 

Kitcat & Aitken was a City stockbroking firm that appears to have 
taken on one industrial issue and, upon finding the whole affair less 
profitable than anticipated, dropped the Canadian business in favour of 
more traditional broking activity. Admitted as a member of the London 
Stock Exchange in 1905, the younger member of the firm, R.M. Aitken 
(no relation to Max Aitken), became interested in the Amalgamated 
Asbestos issue through some Canadian associates. After touring Canada 
to see the company’s properties, he sailed back to Britain and conducted 
the London end of the flotation. The heavily overcapitalised company 
soon faced many difficulties, however, and its common shares became 
almost valueless, thus depriving all the issue houses and underwriters of a 
significant profit.° The case history of Egerton, Jones & Simpson and its 
experience with the Canadian Pacific Lumber issue of 1911 may have 
been parallel to Kitcat & Aitken. Certainly, this City stockbroking firm 
does not appear to have become an investment bank after its initial foray 
into the new issue business.“ 
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Table 2 is misleading in one very important sense. Many other investment 
banks, including a few exceptional stockbroking and stockjobbing firms, 
which are not listed as issue houses, were nevertheless involved as invest- 
ment banks in these same issues as syndicate partners in their underwrit- 
ing. This activity was an essential part of the new issue business of 
investment banking and was particularly demanding at a time when 
industrial securities were just becoming accepted by the average investor. 
While generally willing to embrace the securities of governments as 
well as established banks, insurance companies, railways, and utilities, 
investors were wary of industrial issues. This scepticism was only very 
gradually eroded in the decade preceding the Great War. At this time, 
manufacturing companies were not perceived to be as stable as railways 
and insurance companies, for example, and they seemed to suffer more 
during the periodic downswings of the trade cycle than virually any other 
type of business. It took very little for a fickle investing public to shun a 
particular industrial issue, and when this occurred underwriters had to 
purchase the securities knowing that they might not be able to sell them 
for months or possibly not at all.” 

Underwriting was illegal under English company law until 1900, but it 
appears that many British investment banks engaged in this activity long 
before the law was changed to permit its usage.“ In the Dominion 
Brewery case mentioned above, for example, the law was evaded by 
selling the old company to an investment bank for the purpose of the 
share flotation and only afterwards re-selling it to the new brewery 
company incorporated under English company law. After 1900, invest- 
ment banks regularly engaged in underwriting activity. Indeed, in the 
very risky world of industrial issues, underwriting was the only means by 
which manufacturers could reduce the risk of raising money on capital 
markets sufficiently to make this a desirable form of financing. By selling 
its whole security issue to an investment bank, the manufacturing com- 
pany was guaranteed a large amount of working capital in a very short 
period of time albeit at a price that exceeded smaller, short-term 
advances from commercial banks. Moreover, underwriting provided the 
most effective means by which investment banks could regularly engage 
in industrial share flotations without the risk of losing their entire capital 
base on a single issue. By having a group of other bankers and brokers 
agree to purchase blocks of shares not sold during the flotation, the 
investment bank was assured that it would not bear the entire burden of a 
failed flotation even though this meant giving up considerable profit to 
such underwriters.” 

In the vast majority of Canadian manufacturing flotations, under- 
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writers were paid in the common shares of the company rather than cash. 
This was the North American practice of high-risk financing based on the 
division between senior securities (preference shares, debentures, and 
bonds) representing the existing assets of a firm, and common shares, a 
speculative security intended to capture the potential value of a firm. In 
this way, common shares were used to lubricate the whole issue process. 
Promoters and issue houses accepted common shares rather than cash as 
payment for their services and, in turn, they paid for the services of 
underwriters in common shares. All were willing to take their profit in 
this more speculative form because the potential reward was so much 
greater than a simple commission payment although the risk was cor- 
respondingly greater." 

It is commonly believed that British investment banking was cautious 
and tradition-bound relative to the progressive policies of the universal 
banks on the continent and the innovative and aggressive, almost reck- 
less, behaviour of North American investment banks. This is likely 
a consequence of generalisations based on the well documented 
experiences of only two investment banks: Barings and Rothschilds.” It is 
significant that while neither bank acted as an underwriter or issue house 
in pre-war Canadian industrial flotations, other prominent ‘merchant 
banks’ such as Speyer Brothers, Lazard Brothers, and Kleinwort, Son 
& Co. did play this role. It took another two decades before Barings 
and Rothschilds were willing to work with industrial issues.” More 
importantly, even when dealing with government debt and railway issues, 
both banks generally eschewed the purchase of entire issues of securities 
in favour of low-risk cash commission sales. It should be noted in this 
respect that the most important investment banker in the United States, 
J.P. Morgan, was reluctant to use high-risk methods of finance until the 
United States Steel merger flotation of 1902.” 

The evidence that other British investment bankers did adopt new 
North American high-risk practice in industrial share issues can be found 
in the lists of common shareholders that were supplied to the London 
Stock Exchange each time a company made an application to have 
its common shares quoted. Unfortunately, only a small minority of com- 
panies made such an application. Most were satisfied with having their 
senior securities listed: the preference shares, bonds, and debentures 
actually purchased by the investing public. Common shares were used to 
pay off promoters, investment bankers, brokers, and even solicitors, and 
therefore were not used directly to raise money through a security issue. 
Only those companies which eventually saw an active market building up 
in their common shares as they passed out of the hands of the financial 
intermediaries and into the portfolios of institutional and individual long- 
term investors had a strong incentive to list their common shares. As a 
consequence, the evidence of the holdings of British investment 
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bankers is limited to three of the industrial flotations listed in Table 2 but 
these few cases are remarkably revealing. 

In the Dominion Iron & Steel flotation of 1909 most of the shares of this 
Canadian manufacturing company were reserved for the British market. 
Speyer Brothers not only acted as the house of issue but also took a large 
portion of the underwriting, and was compensated accordingly, as dis- 
cussed above. The other major underwriter was the City stockbroking 
firm of George Kitchin & Co. which still had 8,785 shares worth at least 
£75,000 in its possession three years after the flotation. The dozen City 
stockbroking firms participating in the issue, mainly in the minor role of 
subunderwriters, also accepted common shares rather than a cash com- 
mission in payment for their services. Sperling & Co. appears to have 
participated in the main underwriting syndicate, while two Scottish 
investment trust companies from Aberdeen were involved in subunder- 
writing.” 

The Canadian Car flotation of 31,500 preference shares of November 
1909 turned out to be one of the most successful Canadian industrial 
issues floated on the London market during the Canadian merger wave, 
in part because the underwriting was distributed so widely. Ian Hamilton 
Benn of Western Canada Trust along with W. MacLeod of Fielding Son 
& MacLeod, a City stockbroking firm, were responsible for forming the 
English syndicate. The strength and depth of the syndicate is displayed in 
Table 3, which is drawn from the list of common shareholders on 22 
August 1910. The profits of these two firms, after distribution of common 
stock to brokers, amounted to a par value of £544,528. Given that a $100 
par value Canadian Car common stock was worth over $60 when first 
listed in Canada in early 1910 rising to a high of $90 in 1911, this 
meant that Western Canada Trust and Fielding, Son & MacLeod had a 
net profit of approximately £490,000, which goes far to explain the City’s 
enthusiasm for Canadian industrial flotations. Moreover, in their per- 
sonal capacities as individual underwriters, Benn and MacLeod received 
1,667 common shares as remuneration which translates into a profit of 
over £130,000 by 1911. 

Many of the underwriters listed in Table 3 are City stockbroking firms. 
Six of the firms, however, are specialist investment banks in the sense that 
they were not stockbroking firms but engaged almost exclusively in 
issuing, underwriting and other investment banking activities. Aside 
from Western Canada Trust we find Sperling & Co., the Canadian 
Agency, Lazard Brothers & Co. Speyer Brothers, and Kleinwort Sons & 
Co. on the list. The last three, of course, were large and established 
merchant banks although the risk they were willing to accept in this 
particular industrial issue was no greater than the small City stockbrok- 
ing firms.® This implies that while such firms engaged directly in the 
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TABLE 3 
COMMON (ORDINARY) SHARES HELD BY LONDON UNDERWRITERS IN 
THE CANADIAN CAR & FOUNDRY SHARE 
FLOTATION OF NOVEMBER, 1909 


Name of City Firm Shares Value 
(No.) (£) 
Western Canada Trust 10,294 126,194 
Fielding Son & MacLeod 6,290 77,549 
& Co. 2,477 30,539 
A.V. Gehlcken (Western Trust Co.) 1.207 14,881 
T.E. Jones 1,180 14,548 
LH. Benn (Western Canada Trust 866 10,677 
W. MacLeod (Fielding Son & MacLeod) 801 9,857 
The Canadian Agency 580 7,151 
E.F. Kelly 400 4,932 
E.G. Redpath (Carr Sons & Tod) 289 3,563 
F.G. Scott (Carr Sons & Tod) 270 3,329 
Lazard Brothers & Co 270 3,329 
Tomkinson Brunton & Co 262 3,230 
Holland & Balfour 230 2,826 
Brothers 220 2,712 
Baker Mason & Co 187 2,306 
Carl Moyer 150 1,849 
Kleinwort Sons & Co 150 1,849 
A.E. Bowen 135 1,664 
A.G. Tontos 130 1,603 
L. Gerald 112 1,381 
Total Held by City underwriters 26,500 


Source: Derived from London Stock Exchange Records, Guild- 
hall Library, MS 18000/145B/759, register of common 
shareholders of Canadian Car & Foundry Co. Ltd., dated 
22 August 1910. 


industrial issue business, they did so carefully. Although more research is 
needed before we can be sure, it seems likely that the large merchant 
banks thinly apportioned their participation over a large number of 
industrial issues. Unwilling to take the risk of the smaller specialist 
investment banks such as Western Canadian Trust and the Canadian 
Agency, they were also reluctant to forego the potentially large profits 
involved in such business and therefore ensured that they had a piece, 
however small, of the action. 

A similar constellation of bankers and brokers was used in the Canada 
Cement share flotations of 1909 and 1910. Even though the underwriting 
is not as well distributed, we can see the same basic pattern once again 
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being repeated. The major merchant bank involved, this time Kleinwort 
Sons & Co., plays a subdued role as one of smaller underwriters, while 
Sperling & Co., the Canadian Agency and Ion Hamilton Benn (Western 
Canada Trust), take up the largest chunks of underwriting. In early 1911, 
Sperling & Co. still had 11,970 common shares in its possession, while 
Benn had 4,540 shares in his possession. The other major underwriters in 
this issue included the London stockbroking firms of Fielding, Son & 
McLeod and Rowe & Pitman as well as the Birmingham stockbroking 
firm of Cutler & Lacy.* 


v 


This case study can only be regarded as a preliminary step in understand- 
ing the nature of British investment banking beyond the well documented 
but atypical cases of Barings and Rothschilds. The evidence does 
suggest, however, that many lesser known British investment banks, as 
well as some of the largest merchant banks, were willing to channel long- 
term capital to industry before the Great War. Moreover, there is little 
evidence of a systematic bias against providing capital to manufacturing 
companies except again in the case of Barings and Rothschilds who chose 
to continue raising finance for governments and large railway enterprises 
but eschewed industrial firms. This contrasts with American investment 
banks such as J.P. Morgan which added industrial companies to their 
traditional list of government and railway securities shortly after 1900. 

The operations of the British investment banks reviewed above also 
indicate the absence of institutional rigidity in the City before the Great 
War. Individuals and firms moved with apparent ease from one category 
of financial intermediation into another; for example, the boundaries 
separating investment banking from trust companies and stockbroking 
firms were clearly less fixed at this time than popularly believed. More- 
over, the City was a highly competitive environment. If the London 
investment banks did not respond to the demands of domestic, foreign, 
and in this case, colonial, industry, they knew that non-British invest- 
ment banks would quickly establish an office in the City to take this 
same business. 

In fact, the City banks appear to have responded very quickly to this 
demand by Canadian industrial firms for long-term capital. Moreover, 
they adopted the three basic pillars of high-risk finance: they indemnified 
the manufacturing company by purchasing the entire issue of securities 
thereby acting as an issue house; they then improved the success rate of 
flotations by underwriting portions of the issue before subscription was 
opened to the public; and finally they agreed to take their remuneration 
in the common shares of the company rather than a cash commission 
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thereby staking their profit on the future viability of the enterprise. In 
fact, these methods might not have been ‘adopted’ at all. Again more 
research is required, but British investment banks may actually have 
Originated many of the methods that soon became identified with North 
American high-risk finance judging by the methods employed in the 1889 
Dominion Brewery flotation. 

Even if we assume that British investment banks had a preference 
for foreign and colonial industry over domestic industry, we can only 
conclude that this was for reasons other than a ‘natural preference’, ‘lack 
of entrepreneurial spirit’, ‘habit or prediliction’. One possible reason is 
that Canadian industrial firms and their financial representatives were 
prepared to distribute very large amounts of common stock as remunera- 
tion to issue houses and underwriters in place of the more traditional cash 
commission. This dramatically increased the potential profit for servicing 
an industrial issue but it also substantially increased the risk taken 
on by investment banks. Not every investment bank was prepared to 
accept this amount of risk, but those that did were rewarded either with 
an enormous profit or with a crippling liability in the form of a mound of 
non-transferable common stock. 

Canadian industrial companies, like their American counterparts, paid 
a high price for this form of financing both in terms of the percentage of 
their share issue distributed to financiers and the long-term debt load 
imposed by overcapitalisation. They were prepared to pay this price 
because of their rapid expansion in the years immediately preceding their 
issues and the optimism concerning future growth. In contrast, British 
industrial growth had slowed to a crawl in the decades preceding the 
Great War and most British firms could not be as optimistic about future 
expansion as their North American counterparts; they therefore would 
have been less willing to pay the high cost involved in a North American 
type of security of flotation. Obtaining more incremental finance through 
retained earnings and the occasional short-term bank advance must have 
seemed a wiser strategy in the circumstances. It seems more logical, 
therefore, that the problem lay in the demand for capital rather than in its 
supply. The City’s actions before the Great War appear to have been 
more of a response to slower domestic growth than a contributing cause 
of industrial decline. 


NOTES 


1. M. Edelstein, Overseas Investment in the Age of High Imperialism: The United King- 
dom, 1850-1914 (New York, 1982), p.3. See G. Paish, ‘Great Britain’s Capital Invest- 
ments in Individual Colonial and Foreign Countries’, Journal of the Royal Statistical 


90 


Ww 


oo ~ 


10. 
11. 


14. 


16. 


BANKS AND MONEY 


Society, Vol. LXXTV (1911), and C.K. Hobson, The Export of Capital (1914), for two 
contemporary accouhts of this capital exodus. 

S.D. Chapman, The Rise of Merchant Banking (1984), p.98. 
D.S. Landes, The Unbound Prometheus: T and Industrial 
Development in Western Europe from 1750 to the Present (Cambridge, 1969), p.349. 


. A. Cairncross, Home and Foreign Investment, 1870-1913 (Cambridge, 1953); W.P. 


Kennedy, ‘Foreign Investment, Trade and Growth in the United Kingdom, 1870- 
1913’, Explorations in Economic History, Vol. XI (1974), and Industrial Structure, 
Capital Markets and the Origins of British Econmic Decline (Cambridge, 1987). 


. These works include: ‘The Social Web of Investment in the Nineteenth Century’, Revue 


Internationale d'Histoire de la Banque, Vol. 18 (1979); Money, Mania and Markets: 
Investment, Company Formation and the Stock Exchange in Nineteenth-Century Scot- 
land (Edinburgh, 1981); ‘Options, Concessions, Syndicates and the Provision of Ven- 
ture Capital, 1880-1913’, Business History, Vol.23 (1981); ‘Crists and Opportunity: 
The Formation and Operation of the British Assets Trust, 1897-1914’, Business History, 
Vol. 25 (1983); The London and New York Stock Exchanges, 1850-1914 (1987); ‘Dunn, 
Fischer & Co. in the City of London, 1906-14’, Business History, Vol. 30 (1988). 


_ W.J. Reader, A House in the City: A Study of the City and of the Stock Exchange based 


on the Records of Foster & Braithwaite 1825-1975 (1979), pp. 89-134. 


. Edelstein, Overseas Investment, chapter 3. 
. M.H. Best and J. Humphries, “The City and Industrial Decline’ in B. Elbaum and W. 


Laronick (eds.), The Decline of the British Economy, (Oxford, 1986). 


_ S. Pollard, ‘Capital Exports, 1870-1914: Harmful or Beneficial?’, Economic History 


Review, 2nd series, Vol. XXX VIII (1985). Also see Y. Cassis, ‘British Finance: Success 
and Controversy’, in J.J. van Helten and Y. Cassis (eds.), Capitalism in a Mature 
Economy: Financial Institutions, Capital Exports and British Industry, 1870-1939 
(Aldershot, 1990) for the latest review of the literature. 

Edelstein, Overseas Investment, p.287. 

Hobson quoted in D.C.M. Platt, ‘Canada and Argentina: The First Preference of the 
British Investor, 1904-14’, Journal of Imperial and Commonwealth History, Vol. XIII 


(1985), p.79. 

G.P. Marchildon, ‘Promotion, Finance and Mergers in Canadian Man 

Industry’, (unpublished Ph.D. thesis, London School of Economics, 1990), pp. 45-8. 
London Banks 


. This is the contemporary definition of banks found in T. Skinner, The 


means always bankers’. S.L. Hayes and P.M. Hubbard fare little better in their 
historically valid but functionally illogical taxonomy which includes continental Euro- 
pean banks, clearing banks, merchant banks, investment banks and securities dealers: 
Investment Banking: A Tale of Three Cities (Boston, 1990), pp. 65-8. 


. Chapman, Merchant Bankmg, pp. 39-56, 96. On British promoters, see H.O. O' Hagen, 


Leaves From My Life, 2 Vols. (1929); J. Armstrong, ‘Hooley and the Bovril Company’, 
Business History, Vol. XX VII (1986), and idem, “The Rise and Fall of the Company 
Promoter and the Financing of British Industry’, in van Helten and Cassis, Capitalism 
ina Mature Economy. 

Although it never defines the word bank, The Banking Almanac for 1913 only included 
four of the investment banks with which I was concerned: Speyer Brothers, Lazard 
Brothers & Co., Kleinwort, Sons and Co., and the British Foreign & Colonial Corpora- 
tion Ltd. Kleinwort and Lazard were croes-listed as merchants on pp. 245-6. 


. Chapman, Merchant Banking, p 94. 
. E.P. Neufeld, The Financial System of Canada: Its Growth and Development (Toronto, 


1972), pp. 462-86; R.C. Miche, ‘The Canadian Securities Market, 1850-1914’, Busi- 
ness History Review, Vol. 62 (1988), pp. 40-41; Chapman, Merchant Banking, p. 94. 


. Marchildon, thesis, pp. 30-48; Platt, ‘Canada and Argentina’, p.81. 
. P.L. Cottrell, Industrial Finance, 1830-1914: The Finance and Organization of English 


CAPITAL OUTFLOW TO CANADIAN INDUSTRY 91 


SD D 


SB 


31. 


tr Ë 


Manufacturing Industry (1980), pp. 168-70. 


. London Stock Exchange Records at the Guildhall Library (hereafter LSE), Dominion 


Brewery Co. Ltd., MS 18000/21B/334, prospectus, 28 May 1889. 

LSE, Dominion Brewery Co. Ltd., MS 18000/21B/334: Contract between Robert 
Davies and the London & Colonial Finance Corporation Ltd., 23 May 1889, and 
contract between London & Colonial Finance Corporation Ltd. and N.C. Henry, 
trustee for the Dominion Brewery Co. Ltd., 25 May 1989. Unfortunately, the third 
contract, the agreement between London & Colonial and Coates, Son & Co. fixing 
their remuneration as brokers, was not included in the LSE file. The prospectus simply 
stated that: ‘Applications for Shares will be deemed to waive the specification of any 
such contracts...’ 


. Chapman, Merchant Banking, p. 60. 

. LSE, Dominion Cotton Mills Co. Ltd., MS 18000/38B/93. 

. Marchildon, thesis, p. 263-72. 

. LSE, Dominion Glass Co. Ltd., MS 18000/171B/299; Belding, Paul & Corticelli Silk 


Co. Ltd. MS 18000/161B/106; Ames-Holden-McCready, Ltd., MS 18000/159B/1001; 
G.P. Marchildon, ‘The Role of Lawyers in Corporate Promotion and Management: A 
Canadian Case Study and Theoretical Speculations’, Business end Economic History, 
2nd series, Vol.19 (1990); Marchildon, thesis, pp.209-15; Monetary Times, 3 July 
1909, p.121; 12 Nov. 1910; p.2021; 29 April 1911, p.1737; 6 May 1911, p. 1812. 

D. McDowall, Steel at the Sault: Francis H. Clergue, Sir James Dunn, and the Algoma 
Steel Corporation (Toronto, 1984), pp.95-112; Michie, ‘Dunn, Fischer & Co.’; S. 
Diaper, “The Sperting Combine and the Shipbuilding Industry: Merchant Banking and 
Industrial Finance in the 1920s’, in van Helten and Cassis, Capitalism in a Mature 
Economy; Marchildon, thesis, pp. 209-15; Members of The Stock Exchange, 1909-10 
(1910), p. 98. 


; serie te tants 5 s n tid witha 


sity of Durham, various correspondence between Arthur Grenfell and Earl Grey, 
1907-11. 


. Marchildon, thesis, Appendix B and pp. 252-54. 
. LSE, MS 18001, card index to applications for listing The Guildhall Library has 


custody of applications for 1850-1926 only; later papers are retained by the Stock 


LSE, Dominion Iron & Steel Co. Ltd., o E D sss nin 
bond issue, 5 July 1909; letter, Speyer Brothers to Secretary, Share and Loan 
ment, Stock Exchange, 30 July 1909; Declaration of Edgar Speyer, 30 July 1909. 
Marchildon, thesis, pp.6-10; K. Born, International Banking in the 19th and 20th 
Centuries (New York, 1983), pp. 161-81; R. Tilly, ‘Banking Institutions in Historical 
and Comparative Perspective: Germany, Great Britain and the United States in the 
Nineteenth and Early Twentieth Centuries’, Journal of Institutional and Theoretical 
Economics, Vol.145 (1989). 


: See Marchildon, thesis, chapter 3, for a case study of Max Aitken (Lord Beaverbrook) 


and pp.209-15 for a brief summary of the major Canadian promoters durmg the 
consolidation wave. 


. A.J.P. Taylor, Beaverbrook (1972), p.30. 
. LSE, Canada Iron Corporation Ltd., MS 18000/123B/667; Canadian Car & 


Co. Ltd., MS 18000/146B/870, MS 18000/145B/759, MS 18000/149B/1136; Steel 
Company of Canada Ltd., MS 18000/148B/988, MS 18000/158B/825; Canadian Steel 
Foundries Ltd., MS 18000/155B/494; Cockshutt Plow Co. Ltd., MS 18000/153B/257; 
Marchildon, thesis, Appendix C; Diaper, “The Sperling Combine’, p.77. 


. LSE, Canadian General Electric Co. Ltd , MS 18000/104B/191, MS 18000/108B/33; 


Dominion Steel Corporation Ltd., MS 18000/163B/331; British Columbia Breweries 
Ltd., MS 18000/170B/136; Diaper, “The Sperling Combine’, p.76. 


: Eari Grey (Fourth Earl) Papers, Department of Paleograpby and Diplomatic, Univer- 


sity of Durham, letter, Grenfell to Grey, 26 Aug. 1906. 


. Beaverbrook Papers, House of Lords Record Office, A/36/Killam, letter, Aitken to 


Killam, 3 Nov. 1909 and letter, Killam to Aitken 19 Nov. 1909; A/31/Benn, letter, 


41. 


43. 


BANKS AND MONEY 


Aitken to Benn, 3 Nov. 1909; A/38/MacLeod, letter, Aitken to MacLeod, 18 Nov. 
1909; LSE, Canada Cement Co. Ltd., MS 19000/146B/830; Canadian Car & Foundry 
Co. Ltd., MS 19000/149B/1136; Skinner, London Banks, p.51; Michie, ‘Dunn, Fischer 
& Co.’, p.198. 

, Dominion Iron and Steel Co. Ltd., MS 18000/120B/202; Dominion Stee] Car- 
poration Ltd., MS 18000/163B/331; Montreal Register of Common Shareholders, 
dated 19 Dec. 1912; Skinner, London Banks, p.190. 


. LSE, Canadian North Pacific Fisheries Ltd., MS 18000/151B/61; Canadian Western 


Lumber Co., MS 18000/151B/1340. 

LSE, Dominion Sawmills & Lumber Ltd., MS 18000/129B/320. 

LSE, Dominion Canners Ltd., MS 18000/171B/198. 

LSE, Amalgamated Asbestos Corporation Ltd., MS 18000/145B/744; Beaverbrook 
Papers, House of Lords Recorded Office, A/S/misc A, letter, W.M. Aitken to 
R.M. Aitken, no date; Members of The Stock Exchange, 1909-10 (1909), pp.3, 397; 
Marchildon, thesis, p.214. 

LSE, Dominion Canners Ltd., MS 18000/171B/298. 


. T.R. Navin and M.V. Sears, ‘The Rise of a Market for Industrial Securities, 1887- 


1902’, Business History Review,, Vol. XXIX (1955); Marchildon, thesis, chapter two. 


. O’Hagen, Leaves From My Life, Vol.I, pp. 149-56; Armstrong, “The Rise and Fall of 


the Company Promoter’, p.126; D. Finnie, Capital Underwriting (1934), pp. 1-50. 


. C.W. Gerstenberg, ‘The Underwriting of Securities by Syndicates’, Trust Companies, 


Vol. X (1910); F. Greenwood, ‘What Modern Underwriting Accomplishes’, The 
Magazines of Wall Street, Vol. 12 (1913); L.B. Franklin, The Formation of Syndicates’, 
The Magazine of Wall Street, Vol. 15 (1915); G. Ashmead, ‘Syndicate Management and 
Operation’, Trust Companies, Vol. XXXII (1921); V.P. Carosso, Investment Banking 
in America: A History (Cam-bridge, MA, 1970), chapter 3. 


. Marchildon, thesis, pp. 23-30. 
. See P. Ziegler, The Sixth Great Power: Barings, 1762-1929 (1988); R. Hidy, The House 


of Baring in American Trade and Finance (Cambridge, MA, 1949); J. Bouvier, Les 
Rothschild (Paris, 1967); B. Gille, Histotre de la Maison Rothschild, 2 Vols. (Geneva, 
1965, 1967); S.D. Chapman, ‘Foundation of the English Rothschilds’, Textile History, 
Vol. VHI (1977). 


. Barings’ 1890 Guinness brewery flotation is the one prominent exception. Chapman, 


Merchant Banking, p.101. 


. Navin and Sears, ‘Market for Industrial Securities’, pp. 133—6; V.P. Carosso, The 


Morgans: Private International Bankers (Cambridge, MA, 1987). 


. LSE, Dominion Stee! Corporation Ltd., MS 18000/163B/331; Montreal Register of 


Common Shareholders, dated 19 Dec. 1912. 


. Chapman, Merchant Banking, pp. 200-04. 
. LSE, Canada Cement Co Ltd., MS 18000/153B/335; Montreal Register of Common 


Shareholders, dated 1 Feb. 1911 


‘No Arbitrary Discretion’: Specialisation in 
Short-Term Commercial Lending by Banks 
in Late Nineteenth-Century New England 


NAOMI R. LAMOREAUX 
Brown University 


In the last two decades of the nineteenth century New England banks 
altered their lending practices by specialising in the provision of short- 
term commercial loans. Although bank loans in the region had long taken 
the form of short-term notes, a large proportion of the portfolios of 
early nineteenth-century banks had consisted of accommodation paper — 
that is, notes that were not connected with any specific commercial 
transaction and that were routinely renewed upon maturity, making them 
effectively long-term obligations. Accommodation loans could be — and 
were — used to support a wide variety of investment activities.' In the 
second half of the century, however, this type of loan fell into disfavour 
and, I will argue, largely disappeared from use. In its place, bankers 
espoused a much more restrictive type of commercial lending based 
exclusively on borrowers’ liquid assets, a policy that made it increasingly 
difficult for manufacturers to obtain bank financing for their investments. 

A remarkably similar transformation in lending behaviour occurred in 
Great Britain at around the same period of time. By contrast, banks 
in late nineteenth-century Germany continued to involve themselves 
directly in industrial finance.? The divergent histories of these two nations 
give my article a twofold purpose: first, to analyse the change in lending 
behaviour in New England with the aim of understanding the evolution of 
banking practice in that region; and second, to generate some hypotheses 
that might account for the different banking patterns that emerged in 
Germany and Great Britain. I argue that the shift toward short-term 
commercial loans that occurred in New England at the end of the century 
was the product of two historical developments: an expansion of the 
banking system that created large numbers of independent institutions 
whose behaviour was difficult to control; and the increased interdepen- 
dence that resulted from the rise of deposits as a source of lendable 
funds, a change that made each bank vulnerable to runs triggered by the 
unsound practices of other institutions. By promoting strict standards for 
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short-term commercial loans, bank reformers sought to increase the 
ability of directors and stockholders to monitor the lending practices of 
their banks and, at the same time, to limit the damage to the system that 
unscrupulous bank managers could inflict. As I suggest in the final section 
of the paper, similar problems of control developed in the British banking 
system in the last few decades of the nineteenth century. In Germany, on 
the other hand, large urban banks used exchanges of stock and other 
techniques to reduce the independence of outlying institutions and hence 


the threat to the banking system that they posed. 


I 


New England’s post-Civil War banking system was shaped by the 
economic and political environment of the early nineteenth century. 
Scarcity of information and the modest scale of enterprise had conspired 
to keep credit markets localised and financial institutions small. At the 
game time, the general want of credit had encouraged bank directors to 
take advantage of their official positions to channel bank funds into their 
own enterprises. Records dating from the early nineteenth century show 
that it was common for directors and their close associates to absorb as 
much as 50 to 90 per cent of their institutions’ lendable funds.’ 

Such an extreme degree of favouritism in the allocation of scarce 
resources inevitably generated resentment, and as a result, legislators 
were forced to make the privilege of operating a bank more widely 
available, both by increasing the number of charters and by lowering the 
minimum capital requirements for founding a bank. The result was a 
tremendous growth in the number of banking institutions, so that by the 
eve of the Civil War there were more than 500 of them in the region, or 
one for every 6,600 inhabitants.‘ 

The elite merchants who controlled the region’s oldest banks had from 
the first vehemently opposed this expansion of the banking system. As 
they saw it — quite correctly, it turns out — charters were being sought by 
‘those who themselves were in want of capital’, and whose interest in 
banking had been conceived largely ‘with a view to furnish funds for 
private speculation, or the private use of the principal stockholders’. The 
result, they feared, would be a flood of insufficiently capitalised banks 
whose fortunes depended ‘on the success and solvency of the principal 
stockholders’ and whose consequent vulnerability to failure threatened 
the stability of the entire financial system.” 

But though these merchants managed in some years to block new 
applications for charters, in the end they succeeded only in delaying 
the expansion of the banking system. The problem, as they themselves 
realised, was a democratic political culture which made it impossible 
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to limit opportunities that were essentially government-created. As 
one pseudonymous writer put it, ‘under our form of government where 
monopolies and exclusive privileges are strictly forbidden, an important 
privilege cannot with any consistency be extended to one, and refused to 
other[s] of equal claims’. Politically, it was impossible to prevent such 
opportunities from being expanded in unlimited fashion. Thus a system 
of incorporated banks ‘when once established, must necessarily be per- 
mitted to extend itself, until it shall fall under its own weight.‘ 

Such a dire consequence never materialised, however, for though elite 
merchants were unable to prevent the expansion of the banking system, 
they were not so helpless when it came to regulating the behaviour of the 
new entrants. In order to maintain profitability, banks had to keep their 
currency in circulation, and this necessity gave established institutions 
important leverage over new banks. Under the aegis of the Suffolk Bank, 
an institution whose board of directors included Boston’s most eminent 
merchants, they established a clearing house for bank notes issued within 
the region and required all institutions to maintain deposits of specie to 
back up their note issues. Banks that refused to comply would soon find 
their notes presented for redemption at their counters, a drain on specie 
reserves that no bank could afford for long.’ 

This ‘Suffolk system’, as it was called, worked remarkably well. The 
notes of New England’s banks circulated consistently at or near par. 
Moreover, despite the fact that many new banks were organised ‘by those 
who themselves were in want of capital’, the actual danger to the financial 
system was slight. Because the Suffolk system placed severe limits on the 
size of the note issues that each bank could support, banks were generally 
not highly leveraged in this period. (Deposits, another potential means of 
leverage, had not yet become an important source of funds.) The average 
ratio of capital stock to total liabilities for banks in Massachusetts in 1835, 
for example, was a remarkable 54 per cent. The equivalent figures for 
other states in the region ranged from 48 to 69 per cent.* Because leverage 
ratios were so low, whenever a bank ran into financial difficulties, 
its stockholders were usually able to absorb any losses and keep it in 
operation. Even when a bank failed the consequences were for the most 
part confined to its own stockholders. Thus, when the collapse of the 
Wilkinson textile empire in 1829 brought down the Farmers & Mechanics 
Bank of Pawtucket, Rhode Island, the stockholders managed to pay off 
all the bank’s creditors with the exception of themselves. In 1835 they 
successfully reorganised as the Phenix Bank of Providence, which rose 
from the ashes to enjoy a long and prosperous existence.’ 
` Such outright failures were relatively rare, however. The records of 
the Rhode Island General Assembly between 1831 and 1845 — a period 
that included the contraction of 1834, the Panic of 1837, and the long 
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depression that began in 1839 — indicate that only four of the state's 62 
banks collapsed. New Hampshire’s banks had an even better record; only 
one out of 27 failed. Banks in Maine and Massachusetts, on the other 
hand, performed somewhat more poorly. During this same period, seven 
of 56 banks failed in the former state, and 19 out of more than 120 in the 
latter. Most of these failures, however, occurred shortly after the Panic of 
1837 and involved banks that had been recently chartered; as such they 
had not had sufficient time to put their operations on a solid footing 
before the money system collapsed. Otherwise, failures in these states 
were also few and far between.” 


H 


The modus vivendi that elite merchants had worked out in the first half of 
the nineteenth century was not to endure, however. By the eve of the 
Civil War, the Suffolk system was in disarray, a victim of the political 
opposition that its strict regulatory regime had aroused. Although a new 
institution, called the Bank of Mutual Redemption, was created to serve 
the same function, after the Civil War the banking system changed in 
ways that made the entire concept obsolete. Most significantly, under the 
National Banking system deposits became an increasingly important 
source of lendable funds. As late as 1860, for example, the ratio of 
deposits to capital for Massachusetts banks was still only 43 per cent. By 
1870 the ratio had increased to 74 per cent, and by 1890 to 167 per cent." 

Once deposits exceeded — or even approached — capital as a source of 
funds, the likelihood increased that heavy losses would result in failures. 
The probability that other institutions would be affected by failures also 
increased, because any collapse might now undermine confidence in the 
banking system as a whole and, with it, the public’s willingness to leave 
funds on deposit. The problem was that, in the eyes of depositors, 
individual banks had a great deal of difficulty distinguishing themselves 
from competitors. Although each national bank published a financial 
statement biannually, these documents contained no information at all 
about the contents of the bank’s loan portfolios. Moreover, the balance 
sheets of many banks looked roughtly similar. For example, in 1885 the 
average ratio of capital plus surplus to total liabilities for Boston banks 
was about 35 per cent, with nearly half of them falling within the range of 
30 to 40 per cent. At the same time, the fact that five of the nine banks 
with ratios below 25 per cent were among the most successful in the city in 
attracting deposits suggests that savers may not have paid much attention 
to such information anyway.” 

As Charles W. Calomiris and Gary Gorton have pointed out, when- 
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ever information asymmetries make it difficult for depositors to monitor 
the performance of individual banks, the likelihood of panics increases. 
Whenever depositors believe that some banks are in danger of failing 
but are unable to identity the particular institutions at risk, they may 
withdraw their savings indiscriminately, precipitating a system-wide 
crisis.” Contemporary bankers understood this danger all too well. As 
one writer in Bankers’ Magazine commented, ‘we are in a most important 
sense directly responsible for each other, and cannot avoid being dis- 
turbed by the ignorance, selfishness or immoral conduct of our most 
remote members’. Or, as another writer succinctly put it, ‘every bank 
that fails through mismanagement weakens the surrounding ones’. This 
danger was illustrated dramatically in early 1884 when several failures, 
‘all attributable to the madness of speculation by bank officers’, caused 
depositors to panic. In Vermont, for example, the failure of the First 
National Bank of St. Albans (allegedly caused by an ‘unfortunate 
speculation in stocks by its president and cashier’) led to a run on 
the National Union Bank of Swanton, even though informed opinion 
regarded the solvency of the latter institution as beyond question: ‘to 
meet only $52,000 due depositors, it held $117,000 of good, short time 
paper’. That same year the Bankers’ Magazine complained that ‘many 
business men are suspicious of other banks, and, by withdrawing their 
deposits, are doing their utmost to bring on the very condition of things 
they deplore’.“ Although national bank failures in New England during 
the late nineteenth century were in actuality relatively rare (there were 
only six failures in Massachusetts between 1880 and 1900, two in New 
Hampshire, and none at all in either Maine or Rhode Island), the general 
financial crises that periodically wracked the system kept bankers on 
edge. During the last two decades of the century alone, there were serious 
monetary disturbances in 1884, 1890 and 1893." 

Just as their predecessors in the early nineteenth century had 
developed the Suffolk system to prevent excessive note issues by large 
numbers of the region’s capital-hungry banks, bankers responded in 
similar fashion to this new danger by attempting to regulate the behaviour 
of their colleagues. The Boston Clearing House, the region’s first such 
institution, was originally founded in 1855 to facilitate the settling of 
accounts among the city’s various banks. But its potential usefulness as an 
instrument of regulation soon became apparent. In addition to clearing 
cheques, the organisation could be used to instill public confidence as 
well as to prevent runs on its membership by serving as a lender of last 
resort for temporarily insolvent banks, thereby safeguarding deposits.” 
Since this service was available only to members, moreover, admission to 
the clearing house became a prize which could be offered as a reward for 
good management practices or denied as a punishment for financial 
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transgressions. The Pacific National Bank of Boston, for example, was 
excluded from the clearing house because the city’s leading bankers 
disapproved of its management ‘and decidedly and successfully opposed 
its admission’.” ee 

Unlike the Suffolk system, however, the clearing house was of only 
limited effectiveness as a disciplinary tool. In the first place, banks like 
Pacific National typically arranged to clear their cheques through allied 
member institutions, a practice which potentially jeopardised the latter’s 
safety. When the Pacific National Bank failed in 1881, for example, 
its correspondent, Central National, faced heavy losses and had to be 
rescued by the associated banks.“ Secondly, the organisation could not 
afford to be overly selective, because denying membership to a large 
number of banks would have undermined its effectiveness both in clear- 
ing cheques and maintaining public confidence in the banking system.” 
Thus membership in the clearing house was not in fact synonymous with 
good management, as was dramatically illustrated by the 1891 failure. of 
one of Boston’s largest banks, the Maverick National. Despite its good 
standing in the clearing house, the bank failed as a result of large loans to 
support the speculative investments of its president, Asa P. Potter, and 
several of its directors.” 

Indeed, the case of the Maverick National Bank suggests that clearing- 
house members were so worried about financial crises that they preferred 
to overlook the transgressions of member banks rather than take any 
action that might precipitate a failure. When Potter’s partner, Irving 
A. Evans, went bankrupt and committed suicide a month before the 
Maverick’s collapse, rumours quickly spread that the bank itself was 
in trouble. The clearing house, however, took no action at all until 
the Winthrop Bank, of which Evans’ brother was president, refused to 
honour one of the Maverick’s certified cheques. (Potter subsequently 
claimed that the brother blamed him for the suicide and used this means 
to exact revenge.) Other clearing-house members were appalled by the 
Winthrop’s action, but the cat was now out of the bag, and the association 
had no choice but to initiate an investigation, which culminated with the 
announcement that the Maverick National Bank was indeed insolvent.” 

Government regulators also proved to be of little use to bankers in 
controlling the behaviour of their less responsible colleagues. Although 
the National Banking Acts prohibited loans to any one individual, firm, 
or corporation in excess of ten per cent of a bank’s capital, this provision 
was relatively easy to evade and difficult to enforce. The only sanction the 
Comptroller of the Currency had at his disposal was to institute proceed- 
ings to revoke the offending bank’s charter, a remedy far too drastic to be 
invoked with any frequency. As a result, the statutory limit notwithstand- 
ing, over 40 per cent of the national banks reporting to the Comptroller in 
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1900 had made at least one loan exceeding ten per cent of their capital. 
The regulatory authority of the Comptroller, moreover, appears to have 
declined over the course of the period. Competition between the state 
and federal governments for the business of chartering banks led, on the 
one hand, to a general erosion of standards and, on the other, to an 
increase in the number of institutions not subject to federal regulation.” 


HI 


In their drive to assert some control over the lending practices of their 
competitors, conservative bankers stood to benefit from the increasing 
numbers of men who thought of themselves as banking professionals, 
and who had much to gain from a shift in the way banks conducted 
their business. These professionals included bank employees seeking 
to broaden opportunities for mobility into the upper echelons of 
management, trade-journal publicists cager to become the nation's 
guides to sound banking practices, and government regulators striving to 
increase their authority over the banking industry. Claudius B. Patten, 
for example, made his way up through the clerical ranks of Boston's 
Suffolk and State Banks, ultimately becoming cashier of the latter institu- 
tion. Subsequently, he wrote a long series of articles for Rhodes’ Journal 
of Banking with the aim of promoting the sound banking practices that 
were exemplified by his own career, as well as providing other aspir- 
ing employees with the benefit of his knowledge and experience. 
His publisher, Bradford Rhodes, would later eulogise him as the very 
epitome of the new professional: ‘he loved his profession and sought 
continually to formulate better and safer methods in the transaction of 
the banking business. ... Selfishness had no place in his nature, and he 
was opposed to taking out a patent on a new idea and putting it under lock 
and key in his own bank’.* 

Rhodes himself had originally come to New York to work as a reporter. 
After a stint with the business department of the Daily Commercial 
Bulletin, he established his own bankers’ trade journal, which proved 
highly successful and provided him with an influential forum from which 
to pronounce upon monetary and banking issues. By 1899 Rhodes had 
acquired the competing Bankers’ Magazine, assumed the presidency of 
the Mamaroneck Bank and the Union Savings Bank (both in Westchester 
County), served several years in the New York legislature (where he 
chaired the Committee on Banks), and played a leading role in a variety 
of bankers’ groups, heading the local section of the New York State 
Bankers Association and sitting on the executive council of the national 
organisation.» 

Like Patten and Rhodes, Comptroller of the Currency John Knox 
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began his career in private employment. After working for a succession 
of upstate New York banks, where he rose from teller to cashier, he 
journeyed westward with his brother in the late 1850s to set up a private 
banking firm. In 1862 he published an article in Hunts Merchant's 
Magazine proposing the formation of a system of national banks. The 
article caught the attention of Secretary of the Treasury Salmon P. Chase, 
thus inaugurating a career in government that culminated in 1872 with 
Knox’s appointment to a 12-year stint as the nation’s chief bank regu- 
lator. Knox used the platform provided by his office to deliver numerous 
addresses on banking and currency matters to professional bankers’ 
groups, and also lectured on the subject to university audiences.” . 

Men like Patten, Rhodes, and Knox joined forces with conservative 
bankers during the last quarter of the nineteenth century to reform 
management practices in the banking sector. They were particularly 
concerned about the prevalence of insider lending. In books on manage- 
ment practice, trade publications, newspaper articles, and addresses to 
professional societies, they aimed a barrage of criticism at bank officers 
and directors who enriched themselves at their own institutions’ expense 
— at those ‘who appreciate the utility of a bank — to them’: 


They direct emphatically and direct in such a way as always to serve 
first their own interest. Their idea of a bank is that it is an institution 
existing mainly for their own benefit, and they do not hesitate to use 
it in the promotion of their own interests, however much others may 
suffer by their conduct.” 


Insider lending was their primary target because it embraced the agen- 
das of both the conservative bankers and the new professionals. As we 
have already seen, the bankers felt that insider lending threatened the 
stability of the financial system. The professionals, on the other hand, 
believed that it ran counter to the values of fairness and impartiality with 
which they had become imbued. They also recognised that so long as 
businessmen could secure capital for their enterprises by involving them- 
selves in the management of a bank, the professionalisation of the bank- 
ing system would be thwarted. 

The most obvious solution to the problem of insider lending was to 
prohibit bank officers from having ‘any special interest in parties or 
concerns that borrow money from their institutions’. Bank presidents in 
particular should be ‘engaged in no outside interest of considerable 
importance’.* Whereas presidents had previously been chosen for their 
prominence in the business world, the reformers now proposed that they 
be selected for their expertise in banking. A likely pool of candidates 
consisted of men who had worked their way up through the ranks of bank 
officers. These men would be well-versed in all facets of bank manage- 
ment. More important, because they had made banking their careers, 
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they — unlike businessmen — would be more likely to put the interests of 
their institutions above personal consideration, and apply strict, objec- 
tive standards in evaluating applications for credit.2 

The professionalisation of bank officers could be only a partial solution 
to the problem, however, because ultimate authority over a bank’s lend- 
ing practices rested not with its president but with the board of directors, 
at whose pleasure the president and other officers served. Yet it was 
impossible to insist that each director also forsake his outside interests, 
because under such circumstances no one would be willing to take on a 
job that involved, as one writer put it, ‘a deal of gratuitous work, unwel- 
come and wearing responsibility, and very little of what business men 
deem compensation’.” It was in fact precisely because of his outside 
interests — and his consequent ability to channel business to the bank — 
that a director’s services were valued in the first place. Moreover, because 
the promise of accommodation and access to credit in periods of stringency 
undoubtedly helped make an unremunerative job attractive to an other- 
wise busy man, most reformers were unwilling to support an absolute 
ban on loans to these officials. What they did insist was that the loans 
remain within legal bounds. As James G.-Cannon, Vice President of the 
Fourth National Bank of New York and a leader of the bankers’ reform 
movement, argued: ‘if a director will give proper security, and keep 
within the limits prescribed by the National Bank Act, and will ask no 
more than his account entitles him to receive, there is no reason why he 
should not be accommodated as a borrower of the bank in which he is a 
director’.™ 

Yet because excessive loans to directors were widely recognised to be a 
major cause of bank failures, some means of restraining the behaviour of 
those who would abuse their positions had to be found. Because staff 
members had no authority over directors, reformers could not confine 
their attention solely to the issue of professionalisation, but had to focus 
on the lending decision itself. They had to develop a set of ‘fundamental 
principles’ to govern the granting of loans,” principles that could be easily 
applied by stockholders and conscientious directors to monitor the be- 
haviour of less scrupulous members of the board. Most fundamental of all 
was the idea that banks should, to the greatest extent possible, restrict 
their business to the discount of ‘real’ commercial paper, that is, to notes 
issued in the course of actual commercial transactions. 


IV 


This preference for real bills, though frequently expressed in New 
England during the first two-thirds of the century, had previously not 
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been of much influence in shaping either banking policy or practice. Now, 
however, the increased interdependence of the banking system and the 
need to check the actions of bank directors enhanced the doctrine’s 
appeal.” In the first place, loans on commercial paper were considered 
desirable because (it was believed) they were self-liquidating: once, for 
example, a wholesaler had disposed of the goods he had bought from a 
manufacturer, he would be able to redeem the IOU he had issued to 
cover the initial purchase. Second, and more to the point, these loans 
were thought to make the lending process more objective: because a 
manufacturer had to scrutinise the wholesaler’s standing before he risked 
his credit by endorsing the latter’s note, bankers were relieved of the need 
to conduct further credit investigations. As the conservative Chicago 
banker James B. Forgan instructed an audience of bank employees in 
Providence, Rhode Island, ‘the strength of the promise is not in this case 
of prime importance, and need not therefore be as closely considered’.™ 

Some commentators went so far as to argue that, because commercial 
paper bore a one-to-one correspondence to the actual wealth-generating 
activities of the economy, it was for all practical purposes as good as gold. 
As one writer explained, ‘Commodities are, after all, the only things that 
are really wealth. ... [I]t is only by convertibility into food, fuel, clothing, 
and shelter that anything becomes of value. Gold is wealth because of its 
convertibility; and in the same way, credit is wealth’.~ 

If credit based on real bills was tantamount to wealth, it mattered little 
to whom a bank granted its discounts. So long as all the notes in its 
portfolio were bona fide commercial paper, the bank was safe, and 
greedy directors could do it no damage. This belief was in fact built into 
the National Banking Acts: Section 5200 of the federal code prohibited 
banks from loaning in excess of ten per cent of their capital to any one 
person or company. But there were two exceptions to this provision. The 
first exempted from the limit ‘the discount of bills of exchange drawn 
in good faith against actually existing values’ — in others words, real 
commercial paper. The obvious presumption here was that, because 
such loans were based on tangible commodities, a bank would not be 
endangered by discounting large amounts for a single firm.” 

The second exception, ‘the discount of commercial or business paper 
actually owned by the person negotiating the same’, is similarly instruc- 
tive. Such persons were mainly expected to be professional brokers, 
whose growing presence in the money markets offered reform-minded 
bankers another means of guarding against the dangers of favouritism in 
loans. Not only did brokers have a responsibility to evaluate the credit- 
worthiness of the notes they offered for sale, but by interposing them- 
selves between banks and would-be borrowers, they made the lending 
process more impersonal and thus more objective. For this reason, as one 
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eminent banker argued, “buying paper through brokers is not without its 
advantages': 
` Paper can be so bought with cool deliberation and free from the 
personal influence which the needy customer studies how best to 
exercise. ... The human susceptibility of the friendship, good- 
fellowship, neighborliness, return for favors received, sympathy for 
the distressed, flattery, personal interest and other extraneous con- 
siderations is eliminated. It counts for a great deal in arriving at a 
decision to be relieved of these influences.” 


If bankers would only grant credit on the basis of real bills, reformers 
thought, the stability of the banking system would be assured. But 
the reformers also recognised that achieving such a goal was nearly 
impossible. By the late nineteenth century, real bills were declining in 
volume relative to other kinds of business paper, and there were simply 
not enough of them around to absorb the banking system’s lendable 
funds.* Once banks moved away from real paper, however, opportuni- 
ties for favouritism threatened to re-emerge. In calculating the amount of 
collateral required for a loan, for example, bankers were liable to over- 
value the assets of enterprises with which they were connected, as a 
rash of bank failures during the early 1880s dramatically illustrated. 
According to trade-journal analysts, the cause of these failures was loans 
‘on very poor security’, made by bank officers who had ‘a pecuniary 
interest in the enterprises that received the money’. One writer surmised 
that the officers ‘well knew in most of these cases, probably, that 
the securities were of a hazardous nature. And they never would have 
accepted such securities, except for their own interest in these outside 
undertakings’ .” 

In order to safeguard against such wilful misjudgement, conservative 
bankers began (while simultaneously espousing the real-bills doctrine) to 
promulgate new, objective standards for other kinds of loans. They 
insisted that collateral loans be backed by securities that commanded 
a ready market on the exchanges, so that their value could be easily 
assessed. They also urged banks to require financial statements from all 
applicants for loans, and to develop credit departments with the expertise 
to evaluate the information contained in them. During the 1890s, in 
order to encourage this practice, both the New York State Bankers’ 
Association and the American Bankers’ Association developed standard 
statement blanks for banks to use.* 

Once obtained from borrowers, however, these statements had to be 
properly interpreted, and in the guidelines the reformers formulated for 
the banking community, one senses again their determination to limit 
directors’ discretionary authority over lending. A customer’s resources 
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should be divided into fixed assets on the one hand, and quick or conver- 
tible assets on the other. Only the latter, argued the reformers, were 
the proper basis for loans. Even then, loans should not be made if'a 
borrower’s liabilities exceeded 50 per cent of his quick assets (the 'so- 
called ‘50 per cent rule’).“ By specifying that loans should be granted only 
on the basis of convertible assets (‘those which [a borrower] not only can 
but, in the ordinary course of business, will, turn into money with which 
to pay his debts’),“ reformers were seeking to insure that all bank loans 
would be as close as possible in character to discounts of real commercial 
paper, that is, to a type of credit instrument that they firmly believed 
would minimise judgement problems. 

The important point here is that, although financial writers often 
justified their emphasis on short-term loans on grounds of liquidity alone, 
their primary concern was with the lending decision itself. Many bankers 
recognised at the time that portfolios of short-term commercial loans 
were not necessarily more liquid than those consisting of long-term loans, 
because under conditions of crisis bankers typically would renew such 
notes rather than risk alienating good customers or precipitating failures 
that would render the loans themselves uncollectible.* Liquidity needs, 
they knew, would have to be met in other ways, and it was common to 
recommend that a bank invest 20 per cent of its funds in high grade bonds 
and securities ‘such as are convertible at a moment’s notice’, and another 
20 per cent in commercial paper purchased in the open market, which 
would be free of any pressure for renewal at maturity. With the liquidity 
of the institution thus safely assured, the bank could loan the remaining 
60 per cent of its funds locally for the benefit of its customers, but 
reformers nonetheless insisted that these loans conform to the new stan- 
dards. As the writer of one article put it, they should be based only on the 
borrower’s ‘current business’, which is to say, advances on ‘the market 
value of commodities in the process of conversion into money’. If not 
specified for 60 or 90 days, such loans ‘should mature upon the definite 
happening of an event which is of reasonable certainty of occurrence... 
the maturity of a crop, the completion of a contract’. Loans of indeter- 
minate length were a recipe for disaster. Especially to be avoided were 
‘loans which have the character of a permanent investment in the business 
of the borrower’ .* 

It is clear from this article that the author, who goes on to fret about the 
problem of insider lending, made these recommendations not primarily 
for the purpose of insuring liquidity, but because he believed that they 
were the best means of insuring that loans would be granted according 
to objective criteria, such that a banker could exercise ‘no arbitrary 
discretion when he extends or refuses accommodation to the borrower’ .“ 
By adopting a standard for loans that resembled as closely as possible the 
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ideal of real commercial paper, banks could avoid the entanglements 
between borrower and lender that distorted the latter’s judgement and 
potentially undermined the security of the banking system. 

- As the writer of the article suggested, long-term loans were considered 
prima-facie evidence of such potentially disastrous entanglements bet- 
ween borrowers and lenders. Hence as conservative bankers redefined 
the boundaries of the banking business during the latter years of the 


century, they proscribed this type of lending entirely. James B. Forgan 
under-scored this point in 1898: 


One of the most fundamental principles of good banking is that the 
bank should not furnish the capital for its customers to do business 
upon. The customer should possess his own capital, and require 
assistance from the bank only at certain seasons and for specific 
purposes.“ 


Comptroller of the Currency Hugh McCulloch put the matter even more 
succinctly in a statement that was quoted repeatedly in the practical 
banking literature: ‘Banks are not loan offices. It is no part of their 
business to furnish their customers with capital’.” 


v 


As a result of their determination to curb the practice of insider lending, 
then, late nineteenth-century reformers articulated a vision of sound 
lending policy that sharply narrowed the scope of banking operations to 
short-term loans based on commercial paper or easily convertible assets. 
The change in policy is an important one, because to the extent that it 
came to be embodied in actual practice, firms in the industrial sectors of 
the economy would have experienced greater difficulty in obtaining bank 
financing for their ventures. In the first place, because quick assets were 
considered the only proper basis for loans, the credit-evaluation process 
was biased against manufacturing enterprises with proportionally large 
investments in fixed capital.“ Borrowers that could not meet the specified 
ratio of convertible assets to liabilities might be granted credit on the basis 
of good collateral, but this kind of loan was inevitably restricted to firms 
that themselves issued marketable securities (mainly railroads in the late 
nineteenth century) or were engaged in the buying and selling of stocks 
and bonds. Collateral loans could be of only limited use to most other. 
borrowers, since businesses with the surplus funds to invest in marketable 
securities were not likely to be the ones most in need of funds. What 
manufacturers really needed were loans secured by equity in their firms, 
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but this kind of lending was specifically frowned upon, because of 
judgement problems it entailed. oY 

Unfortunately, there is no way to test directly the effectiveness of the 
reformers’ campaign, but evidence on changing management practices 
suggests that it did have a genuine effect. By 1895 two-thirds of a sample 
of about 30 Boston banks had presidents who were either no longer 
actively engaged in business or who had worked their way up through the 
hierarchy of bank employees.” Indeed, when a bank’s president died or 
retired, there was now a growing tendency to select his successor from the 
ranks of banking professionals rather than prominent businessmen, as 
had been common earlier in the century. For example, the directors of 
the People’s Bank of Roxbury elected their cashier president in 1886, and 
subsequently amended the bank’s by-laws to increase his 
authority. The cashier of the Bunker Hill National Bank in Charlestown, 
Massachusetts, Charles R. Lawrence, became its president in 1889. He 
was succeeded in 1906 by Fred K. Brown, who had replaced him as 
cashier. At Boston’s Atlantic Bank, after President T. Quincy Browne 
resigned in 1898 because a business failure forced him to assign his assets 
— including his stock in the bank — the directors selected the bank’s cashier 
to head the institution. Finally, the team of financiers that rescued the 
Massachusetts Bank at the turn of the century chose as president a 
Nebraskan named Daniel G. Wing, who had successfully scaled the 
banking hierarchy in his home state and then served as a national bank 
examiner and receiver for two failed Boston banks.” 

Mergers accelerated this tendency to choose banking professionals as 
presidents. After the Shoe & Leather National Bank of Boston merged 
with the National Bank of Redemption in Boston in 1901, the directors 
chose as president John E. Toulmin, who had recently been brought in to 
serve as the Shoe & Leather Bank’s director and vice president. Prior to 
that he had worked his way up from clerk to cashier in various local 
institutions and then migrated to Kansas City, where he had organized a 
trust company. That same year Frank W. Gale was elected president of 
the newly formed United National Bank in Providence, a merger of 
Rhode Island National Bank, Second National of Providence, Fifth 
National, and the National Eagle Bank. Gale had entered the employ of 
Providence’s Third National Bank as a junior clerk at the age of 17, and 
had worked his way up to the position of cashier by 1889, when he was 
hired as secretary of the recently formed Industrial Trust Company. He 
moved to United National as cashier when the merger was organised in 
1901, and was almost immediately promoted to president. Even 
venerable institutions like the Providence National Bank did not escape 
this trend. In 1926, the Brown family’s lock-on that bank’s presidency, 
which had lasted more than 120 years, was finally broken when the 
institution merged with the Merchants National Bank of the same city. A 
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year later Thomas L.. Pierce was brought in from Cumberland, Maryland, 
to head the enlarged institution.” 

At the same time as bank presidents were becoming more professional, 
new associations of bank clerks were being organised in cities like Pro- 
vidence and Boston. While the ostensible purpose of these organisations 
was to provide old age and disability benefits for their members, they also 
provided a forum through which upwardly mobile bank clerks could be 
indoctrinated with the values of their profession. Reformers were often 
featured speakers at association meetings, and their writings were touted 
as recommended reading for aspiring clerks.% That bank officers could 
absorb values that put them at odds with their own directors can be seen 
from the case of the Maverick National Bank. Several years before the 
bank’s failure, cashier John Eddy had quietly resigned. As he later told 
reporters, ‘I could not hold the position of Cashier of the Maverick Bank 
and sanction as I was obliged to all that I was expected to’.* 

There is also some evidence of a renewed conscientiousness on the part 
of directors to their duties. During the 1870s and early 1880s attendance 
at directors meetings had reached an all-time low. For example, only two 
of the seven directors of the Boylston National Bank of Boston were 
present at at least 70 per cent of the board’s meetings in 1880. Only 
three of the Massachusetts National Bank’s nine directors had a similar 
attendance record, as did only one of the nine directors of the People’s 
National Bank of Roxbury. By 1895, however, all six directors of the 
Boylston Bank were present at 80 per cent or more of the meetings, and 
four were there at least 90 per cent of the time. Attendance was still low at 
the Massachusetts National Bank, but at People’s four of the directors 
attended at least 70 per cent of the meetings.“ To encourage this trend, 
many banks began to pay their directors a nominal sum, usually $2 
(sometimes more) for each meeting attended. Although these payments 
were largely symbolic, they reflected the power that the reformers’ vision 
was beginning to exert over the entire banking community.” 

Doubtless there are other explanations besides the reform campaign 
for each of these changes in management practice. But the point to 
emphasise here is not so much the cause of these changes as their effect. 
As bank officers became more professional, they were more likely 
to follow the recommendations of the reformers in their day-to-day 
operations. Similarly, as directors began to take their oversight responsi- 
bilities more seriously, they were more willing to use the reformers’ 
standards in evaluating the performance of their banks’ executives. Take, 
for example, the case of the National Shawmut Bank, which was by far 
the largest in Boston, the result of a merger of ten of the city’s banks. 
Its lending business was normally handled on a day-to-day basis by its 
executive committee, whose decisions the board of directors assembled 
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weekly to ratify. Each year, however, the board appointed its own agents 
to scrutinise the state of the bank’s loan and investment portfolios. In the 
reports of these examiners, one finds clear evidence that the principles set 
down in the practical banking literature were actually being applied. In 
1903, for example, the examiners chastised the bank’s managers for 
accepting as collateral securities that were not actively traded on the 
market: ‘we disapprove in loaning on the stock of a Corporation where 
we are loaning direct to the Corporation, especially to Officers, except on 
listed and active and saleable stocks’. The examiners also devoted a 
significant portion of their report to criticising ‘the large and apparently 
permanent Loans to Corporations and Individuals which appear like 
furnishing a steady Capital for business enterprises’. To reduce. the 
number of such loans the examiners recommended ‘converting a certain 
class of Time Loans that usually have to be renewed at the option of the 
borrower, and a part of what we call Steady Demand Loans, into Loans 
that when they come due cannot possibly have any claims on the Bank’. 
To this end they advised the executive committee to make purchases ‘in 
the open market of Commercial paper and Collateral Loans’.™ 

Yet even if we grant, as the Shawmut evidence seems to suggest, that 
these new principles were indeed finding their way into everyday banking 
practice, we still need to assess the extent to which they actually shaped 
loan portfolios. Writing in the second decade of the twentieth century, 
the economist H.G. Moulton attacked the (by then) conventional 
wisdom of the practical banking literature by arguing that, theory not- 
withstanding, ‘the distinction between commercial and investment 
operations is ignored in practice’. Moulton firmly believed that banks 
should play an active role in supporting manufacturing investment, and in 
order to demonstrate that such lending would not undermine the safety of 
the banking system, he undertook to show that a considerable portion of 
existing loans already financed fixed investment. Moulton conceded that 
banks decided whether to make unsecured loans by calculating the ratio 
of a firm’s debt obligations to its quick assets. He also admitted that such 
loans were rarely granted for periods longer than six months. But he 
argued that many short-term loans were regularly renewed, and that once 
a loan was granted, banks had no control over the use to which the 
borrower put the funds. As a practical matter, the proceeds of a loan 
could be used as easily to pay for investments in plant and equipment as to 
finance goods in the stream of production. Based on his own (undes- 
cribed) ‘investigations extending over a period of several years’, Moulton 
claimed that as much as 20 per cent of the banking sector’s unsecured 
commercial loans were used for investment purposes.” 

Moulton’s assertions are difficult to verify, because most of the bank 
records that are extant contain only scattered data on loans, with no 
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information at all about their terms or the kinds of security that backed 
them up. There is, however, a brief run of complete loan records for the 
Suffolk National Bank in Boston.* Analysis of these records shows that 
54 per cent of the bank’s portfolio consisted of short-term loans based on 
personal security, and that it is unlikely that many of these loans could 
have supported investments in plant and equipment. Fully two-thirds (by 
value) were notes purchased on the commercial-paper market, that is, 
bought from individuals or firms that served neither as principals nor 
endorsers for the notes. Although many of the signatories on these loans 
were manufacturers, they were not themselves customers of the bank and 
hence could not expect their notes to be renewed at maturity. In fact, only 
19 per cent of the bank’s loan portfolio consisted of notes backed by 
personal security that were discounted for the benefit of customers 
who were signatories, and only 41 per cent of this amount involved 
manufacturing enterprises. Most of the bank’s customers (accounting for 
75 per cent of its personal loans and 88 per cent of its collateral loans) 
were brokers or distributors. In other words, the bulk of this important 
bank’s business was commercial lending pure and simple. 

It is possible, of course, that the Suffolk Bank was unusually specialised 
in the commercial lending business, and that the loan portfolios of other 
institutions would look quite different. But the (much less complete) 
evidence on loans that is available for other banks in Massachusetts and 
Rhode Island suggests otherwise. The problem with these records is that 
it is impossible to distinguish loans to regular customers from short- 
term commercial paper bought in the open market. But a proxy for 
this distinction can be constructed by assuming that all loans to local firms 
(that is, loans whose principals or endorsers were listed in the local city 
directories) were loans to customers, and that all other loans consisted of 
purchased commercial paper. Such a calculation reveals that loans to 
local customers who were manufacturers ranged from 0 to at most 20 per 
cent of the total sample, with most banks clustering between 14 and 20 per 
cent. There is no reason to assume, moreover, that all of the loans in 
this category supported investments in fixed capital. A large proportion 

‘undoubtedly financed bills receivable.” 

Of course, other factors besides the reformers’ campaign may 
have encouraged this shift toward short-term commercial loans. Past 
experience, for example, may have played a conditioning role. Whenever 
bankers previously had found themselves with more funds than their 
directors needed, they may have regarded the surplus as temporary and 
sought out short-term uses for the money. Habits once established may 
have affected lending behaviour later on. For example, the City Bank of 
Lynn, Massachusetts, tried to buy commercial paper in 1857, as did the 
Sowamset Bank in Warren, Rhode Island, in 1861.° But early banks also 
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sought out a variety of other employments for their surplus funds. Some, 
like the Bank of Rhode Island in Newport, bought readily marketable 
securities.“ Others, like Boston’s Atlantic and Massachusetts Banks, 
became involved in western development. The Massachusetts Bank 
invested its funds directly in distant lands, while the Atlantic Bank 
loaned money to real-estate promoters, secured by mortgages on western 
property. Neither type of investment would have satisfied the criteria for 
sound banking as developed subsequently by the reformers.* 

It is also possible that, in the eyes of conservative bankers, a sound 
enterprise by definition was one that borrowed for short-term purposes 
only. Men like William Goddard, president of the Providence National 
Bank, undoubtedly used their own firms as models for what they sought 
in their customers, and Goddard Brothers borrowed only in order to 
meet the extreme demand for capital that occurred during the autumn 
cotton-buying season.® It is likely that, from Goddard’s point of view, a 
firm seeking long-term loans was one whose capital was not sufficient to 
conduct its ordinary business, and was therefore a poor credit risk. On 
this point it is interesting to note, however, that there was little or no 
discussion in the contemporary banking literature about what constituted 
safe borrowing from the customers’ point of view. Banks were instructed 
to restrict their business to short-term commercial loans, not because 
firms that borrowed funds for longer periods of time were by nature weak 
and likely to repudiate their debts, but simply because sound banking 
practice required it.“ 

Another possibility is that banks shifted their portfolios toward short- 
term commercial loans because the demand for other types of loans had 
declined as a result of the growing availability of equity finance. While it 
is true that industrials were increasingly traded on the exchanges by 
the end of the century, access to the securities markets were for the most 
part restricted to large, well established firms, and especially to giant 
consolidations formed during the great merger wave at the turn of 
‘the century. For small- and medium-sized firms, particularly in new 
industries, sources of finance were largely the same as they had been 
several decades before. | 

Finally, it is possible that bankers shifted their portfolios toward short- 
term commercial loans because this type of lending was highly profitable. 
For some well established banks like Goddard’s Providence National, 
this was clearly the case. But while the Providence Bank earned dividends 
averaging eight per cent over the last two decades of the century, other 
banks with similar portfolios were less prosperous. Of the ‘banks 
for which we have information on lending behaviour, only a couple 

as well as the Providence. Several of the others (Shoe & 
Leather National Bank in Boston, First National Bank of Warren, Rhode 
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Island, and the National Warren Bank) each paid dividends of half or less 
than half that amount during the 1890s.“ In general, the last three 
decades of the nineteenth century were a period of declining profits for 
banks. Between 1871-75 and 1896-1900 the annual profit rate of national 
banks in New England fell 48 per cent. Over the same period of time, the 
yield on a broad index of New England municipal bonds fell only 39 per 
cent.” 


VI 


The available evidence thus suggests that, by the turn of the century, 
banks in New England were moving toward an increasingly specialised 
role in the economy, focusing on the provision of short-term loans to 
commercial borrowers and eschewing long-term relations with industrial 
enterprises. In this, they closely resembled their counterparts in Great 
Britain, but departed significantly from the practice of contemporary 
German institutions, which were deeply involved in financing manu- 


This contrast between British and German banking has generally 
been explained in terms of the so-called Gerschenkron hypothesis. In 
his famous essay, ‘Economic Backwardness in Historical Perspective’, 
Alexander Gerschenkron argued that banks needed to play a more active 
role m promoting industrialisation in relatively ‘backward’ nations, 
where capital resources and financial markets were not sufficiently 
developed to support industrial ventures on their own.* While there is 
undoubtedly some truth to this theory, the evolution of the banking 
system in nineteenth-century New England suggests that it may not offer 
a complete explanation for the divergent banking histories of these areas. 
Although the New England economy was relatively backward during 
the early part of the century, and although banks initially played an 
important role in financing industrial development, they had largely 
abandoned this function by the end of the century — in direct contrast to 
the German banks, where the connection with industry remained strong, 
as it continues to do until the present day. 

As I have argued above, the change in the behaviour of New England 
banks resulted from a particular combination of circumstances: a tremen- 
dous expansion in the number of banks, and an equally dramatic rise in 
deposits as a source of lendable funds. The latter development increased 
the interdependence of the banking system, making each institution 
vulnerable to runs provoked by the unsound practices of its competitors. 
The former development made it difficult to regulate the lending prac- 
tices of individual banks. 
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In order to remedy this situation, conservative bankers and their pro- 
fessional allies joined forces in the late nineteenth century to promote a 
set of lending rules that promised to limit the potential for abuse and, at 
the same time, make it easier for directors and stockholders to monitor 
the behaviour of their managers. They advocated short-term loans based 
on a borrower’s quick assets, because such loans were believed to mini- 
mise judgement problems, and also because they reduced the likelihood 
that disastrous consequences would result from excessive borrowing by 
favoured parties. 

It is beyond the scope of this paper to explore in any detailed way 
whether a similar combination of circumstances might have contributed 
to the emphasis on short-term loans in the British banking system. 
The secondary literature, however, is suggestive on this point. Recent 
research has shown that, until about the last third of the nineteenth 
century, British banks functioned much like their counterparts across the 
Atlantic. Provincial banks in particular often had close relationships with 
local manufacturers and provided them with accommodation loans that 
were repeatedly renewed. Interestingly, the heightened emphasis 
on short-term commercial paper during the latter part of the century 
followed a sharp expansion in the number of banks, the result of a 
liberalisation in the laws governing corporate charters. This expansion 
fragmented the financial system and provoked a wave of bank failures. 
Moreover, because banks by then were dependent on deposits as a source 
of funds, it threatened the survival, as well as the hegemony, of pre- 
existing banks. Older institutions attempted to distinguish themselves 
from newcomers by clinging to the principle of unlimited liability, but 
rather than protecting them, this strategy served only to increase their 
vulnerability, and they were forced to give it up.” 

Ultimately, the major London banks were able to reassert control over 
the banking system through a series of mergers that reduced the number 
of banks to 40, the five largest of which controlled two-thirds of the 
system’s total resources. Once these mergers had diminished the level of 
chaos in the industry, the pressure to specialise in short-term commercial 
loans seems to have abated. At any rate, British banks became heavily 
involved in industrial finance during the period after World War I, 
underwriting issues of new securities and extending overdrafts to manu- 
facturing concerns, with little apparent concern that these advances be 
based on short-term convertible assets.” 

The German case differed significantly from the British in that the 
concentration movement in banking largely preceded the growth of 
deposits as a source of lendable funds. Beginning in the 1870s large banks, 
especially those centred in Berlin, began to absorb smaller banks in the 
provinces and to create interessengemeinschaften, or groups of mutual 
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interest, by (among other means) exchanging shares of stock with provin- 
cial institutions. These communities of interest extended the control of 
the Berlin banks into the countryside, limiting the provincial banks’ 
independence of action, and effectively stabilising the banking system as 
a whole. There were relatively few failures after the early 1870s. During 
the 1920s, when deposit banking suddenly escalated in importance, these 
interessengemeinschaften frequently evolved into formal mergers. It has 
been estimated that by 1929, in one way or another, more than 63 per cent 
of the assets of all the nation’s credit banks were under the control of 
Bertin’s six institutions.” Hence the more active involvement of German 
banks in industrialisation may have been as much a consequence of the 
control that derived from the early concentration movement, as it was 
from the relative backwardness of the nation’s economy. 

It should be added that this level of dominance was denied to American 
banks during this same period. Although there was a wave of bank 
mergers at the end of the century, banks with national charters were 
prohibited from operating branches, and most states forbade branching 
within their own systems as well. Moreover, the political clout exercised 
by the nation’s thousands of small bankers insured that this state of affairs 
would continue for some time.” Thus large New England banks were 
unable to achieve direct control over the hundreds of independent institu- 
tions with which they competed, and were forced to rely on more for- 
malistic methods of discipline. Only the passage of federal deposit 
insurance legislation during the Great Depression — legislation which 
dramatically reduced the interdependence of the banking system — would 
free them from the need to measure loans against the standard of real 
commercial paper. 


NOTES 
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I , and southern Maine — I excluded Connecticut because of its orientation toward 


Hampshire 

New York) and hence retains the geographical focus of the larger project. The arguments I 
make, however, could easily be extended to the entire north-eastern quarter of the United 
States. 
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Long Term Contracts in the Swedish 
Bank-Orientated Financial System During 
| the Inter-War Period 


HANS SJOGREN 
Uppsala University 


No social system can work which is based exclusively upon a network 
of free contracts between (legally) equal contracting parties and in 
which everyone is supposed to be guided by nothing except his own 

(short-run) utilitarian ends. 
Joseph A. Schumpeter in Capitalism, Socialism and Democracy, 
(1987, first published 1943), pp. 423-4. 


This essay deals with bank—industry relations in an historical perspective. 
It is well known that since the process of industrialisation began these 
relations have played an important role for the economic progress in most 
Furopean countries. In the case of Sweden, which compared to England 
can be characterised as a late-comer in the industrial revolution, this 
relationship broadened and deepened during the industrial boom of 
the late 1890s. The fact that Sweden had the highest growth rate of per 
capita GNP of any European country between 1870 and 1914 has very 
often been explained by the existence of a well functioning financial 
system, with commercial banks as efficient prime movers. The pattern of 
development was similar to that of Germany — another late-comer.? In 
both countries, the established bank-industry connections were vitally 
necessary for their dramatic industrial take-offs in the late nineteenth 
century. 

From the 1910s, the traditional credit relationship between the bank 
and the firm was often supplemented by both share ownership and 
interlocking directorships. Consequently, by the early inter-war period, 
the banks had slipped into a close relationship with industry. This was 
partly caused by the demand for capital to finance industry in the 1910s, 
as well as by the deflationary crisis in the early 1920s, which forced banks 
to take over shares. During this crisis the wholesale price index decreased 
by 50-60 per cent at the same time as the cost of living index declined by 
more than 30 per cent. When the demand for industrial goods suddenly 
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declined after the inflationary boom of 1914-20, the banks had to grant 
higher credit limits and financially reconstruct firms. In many indebted 
firms, collateral shares were transferred to the banks as protection for 
credit claims. As a result, the banks became owners of many enterprises 
and the capital market structure of Swedish large industry became domi- 
nated by the main commercial banks. The financial system had become 
highly bank-orientated. 

A well known definition of a financial system is ‘institutional arrange- 
ments designed to transfer savings from those who generate them to those 
who are willing to make use of them’.’ These arrangements take place 
in a capital market (including a credit, a bond and a share market) 
and are ultimately determined by a certain legal framework (which is 
dictated by the state and operationalised by different government insti- 
tutions). Financial systems in capitalist countries can be classified either 
as market-orientated or bank-orientated.‘ In a bank-orientated system the 
banks take more responsibility for corporate financing than in a market- 
orientated one. Therefore, the credit and owner relationships are much 
longer and more concentrated than in the latter. It is also significant for a 
bank-orientated system that banks in times of distress increase their 
involvement in indebted firms. Earlier research has also stressed the low 
level of external financing via the bond and the share market. Obviously, 
we will not find as many financial instruments in the bank-orientated 
system as in the market-orientated. Of course, in reality there are no 
perfectly ‘pure’ systems, and each country’s economy contains a mixture 
of both. However, there are significant differences in the capital inter- 
mediation between countries like the United States, the United King- 
dom, Germany, Japan and Sweden. 

A company’s relations with other actors and institutions within a 
certain financial system can be viewed as a set of various contracts. 
The credit and ownership contracts are two examples. It seems to be 
characteristic for a bank-orientated financial system that these two types 
of contracts are long-term. The credit contract is necessarily incomplete 
since it does not specify the parties’ obligations under every conceivable 
contingency.’ A bank can only partially anticipate the future behaviour of 
a borrower. To reduce the resulting risk, the bank will demand an 
element of control over the firm’s behaviour through demanding more 
information, interlocking directors and/or partial ownership. Especially 
ownership can be used as a complement to the credit contract in the 
bank’s attempt to retain control over situations that the contract cannot 
include. 

Financial historians and economists have brought to light new evidence 
on the problems concerning financial systems and incomplete contracts 
(some of these are described in sections II and HI). The aim of this essay is 
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to highlight some of the characteristic features of a bank-orientated 
financial system in a small economy like Sweden, during the inter-war 
years. Furthermore, by complementing the broad financial story with 
various case studies on a micro-level, we can attain a much clearer 
understanding of these long-term relations. 

To be more precise: what was the structure of these connections? 
How concentrated were they, and were they connected to performance 
variables and bank ownership in the indebted companies? Secondly, was 
their appearance and persistence correlated to slumps and/or booms? 
Thirdly, how did the institutional framework promote or inhibit develop- 
ment? 

This essay begins with an overview of Swedish financial history (section 
II), which focuses on the characterisation of a bank-orientated financial 
system. In the following section (section ID the contract approach is 
presented. One important issue in the contemporary literature deals with 
potential banking control and how the different ways of contracting the 
dependent industrial enterprises are used. Section IV is concerned with 
an illustration of incomplete contracts: their scope and importance in 
inter-war Sweden. 


II 


Bank-Orientated and Market-Orientated Systems — in General and the 
Case of Sweden 


The main differences between a bank-orientated and a market-orientated 
system are best observed when we look at them in operation in various 
countries. In the USA and UK the financial system early developed 
into specialised markets, wtih different institutions performing highly 
specialised functions.‘ There existed a large number of financial instru- 
ments as well as a high incidence of internal financing which provided the 
capital for industry independent of banks. Most banks in this market- 
orientated system concentrated on meeting the short-term needs of 
industry, while, at the same time, the state played a rather passive 
role.” In Japan and Sweden, both the state and the banks have been 
more integrated in the capital market. Government authorities not only 
regulated the market; they were also concerned ‘to assist the country’s 
industrial health and maintain its international competitiveness’.' 

The general financial system established in Sweden in the middle of the 
nineteenth century, before the industrial boom, was influenced by the 
British deposit banking tradition, and therefore concentrated on short- 
term deposits rather than on corporate finance.’ Some of the private 
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bankers that founded banks were also interested in the functions 
and organisations fo the Crédit Mobilier and the banks in Belgium. and 
Germany. The way in which these banks actively took part in industrial 
development through investment banking, holding companies, trusts and 
cartels was largely adopted by Swedish industrialists during the industrial 
‘take-off in the late 1890s and the first decade of the twentieth century. 
Therefore, the financial system that emerged by the eve of the First 
World War was actually an amalgam of traditional deposit banking and 
universal banking, including corporate finance. | 

An important difference between British and Swedish commercial 
banks after 1912 was that the Swedish banks were allowed to acquire 
shares in joint-stock companies.” The banks’ shareholding became 
legalised by the 1911 Banking Law. Even before that time, syndicates and 
issuing companies — directed by the banks — were deeply engaged in 
providing industrial companies with risk-bearing capital. The activities of 
the issuing companies were very often financed by the banks, with shares 
in the firms’ portfolios as collaterals for loans.“ Moreover, the members 
of the boards in those syndicates often acted in the interest of their 
respective bank. In that respect they frequently held shares in bank-allied 
companies. 
The 1920s — a Strong Bank-Orientated System 
When the deflationary crisis occurred in 1920-21, the effect of falling 
prices hit the share-issuing companies severely.” Repayments on loans 
were suspended and the collateral shares were transferred to the banks as 
protection for credit claims. Within a few years the banks suddenly 
became owners of key industries. To secure their loans the banks placed 
directors on the companies’ boards, which increased their control over 
these companies. These directors played a monitoring role in the bank- 
directed industrial transformation of the 1920s. Moreover, in the mid- 
1920s 75 per cent of credit in the large companies sector was granted to 
more or less bank-owned enterprises.” This situation suggests a bank- 
orientated financial system with close relations between banks and 
industry. | 

In contrast to the Swedish case, British bankers hesitated to use their 
potential influence over firms. The combination of a high degree of 
internal financing and a lack of industrial expertise within banks left the 
British banks with few chances to intervene. And when they did get such 
an opportunity, they were very much afraid of getting too involved. One 
chairman of the National Provincial Bank characterised this type of bank 
behaviour with a metaphor: ‘we often have the whip hand, but it is not 
always desirable for us to use iť.” | A Q ° 

Such a passive attitude to industry was unfamiliar to the Swedish 
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bankers. They might even have become too involved. À political debate 
arose in Sweden as to whether the banks should have the right to own 
shares in industry or not. The underlying question was to what extent the 
companies should bc controlled by banks. It was pointed out by the 
Bank Committee of 1924 that 26 per cent of the enterprises in the large 
company sector were more or less controlled by banks, compared to three 
per cent in 1913." The percentage share of enterprises that were con- 
sidered independent fell from 91 to 66 per cent between 1913 and 1924. 

The Bank Committee of 1924 discussed the question of bank owner- 
ship in industry at length, but it was not until after the collapse of the 
Kreuger group in 1932 that the banks' industrial holdings were sharply 
restricted. The importance of the Kreuger group débfcle for future 
developments cannot be overestimated. In 1930 this group controlled the 
four largest industrial enterprises in Sweden.!* At this time, the group's 
operations were largely financed with foreign capital. Gradually, how- 
ever, the Swedish banks, and finally even the Central Bank, had to give 
extensive financial support, because of the group's liquidity crisis. By the 
time of Ivar Kreuger's death in 1932 about 15 per cent of the total assets of 
Swedish banks were lent to this group.” The crash on the international 
stock market definitely led to the collapse of the Kreuger ‘empire’ and the 
shares were taken over by the banks as protection for credit claims. 

The long-run intention of the Government Bill of 1933 was to break up 
the symbiotic bank—industry relationship. There were two main reasons 
for this policy. Firstly, since the banks were deeply engaged in industrial 
enterprises, an additional risk factor like shareholding, especially on a 
market with falling share prices, was unwanted. In case of bankruptcy the 
shareholding would become one further threat to the bank’s solvency. 
Secondly, both international experiences (the collapse of the stock 
market and several bank liquidations in Europe) and national ones 
(the Kreuger collapse) produced severe liquidity crises for some banks, 
thereby threatening the deposits of households and the general public. 
The turbulence on the share market gave the state a direct reason to 
force the banks to change their attitude to collaterals.“ To guarantee the 
depositors’ money, restrictions were tightened, the state’s former recom- 
mendations were converted into banking laws, and the role of the super- 
visory authority — the Bank Inspectorate — was confirmed. 


The 1930s — a New Design for a Prolonged Bank-Orientated System 

During the 1930s corporate finance was partially replaced by traditional 
retail banking. This was most obvious in the large companies, where 
Internal financing started to exceed external. To some extent, a higher 
degree of bond financing compensated for the falling volume of short- 
term bank credits. In this way the financial system began to resemble a 
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market-orientated one: high internal financing and financing via bonds 
instead of short-term loans. But that was not all. À well functioning share 
market is one of the main criteria of a market-orientated system, but 
after the crash on the stock market there were few opportunities to 
finance companies through share-issuing. In the case of borrowing, 
the small and medium-sized firms seemed to have generated prolonged 
relationships, often getting the banks to grant them high credit limits. 
It is therefore reasonable to believe that the demand for credit by entre- 
preneurs was as high as usual.” Obviously, there were elements from 
both a bank-orientated and a market-orientated system in the structure 
of the capital market during the 1930s. On the whole, however, it is more 
correct to characterise the 1930s as a bank-orientated decade. The 
reasons for this is to be found in the prolonged relationship between large 
companies and banks. 

When the established bank-industry connections were disrupted by 
the Government Act in 1934, the banks designed a new means to enable 
them to continue their control over the companies. The fear of losing 
these firms as customers led to the foundation of several bank-allied 
investment companies, which were allowed to hold shares.” Three of the 
four largest banks created their own spheres in which the responsibility 
for the part of their business consisting of ownership secured by long-term 
contracts was transferred to the investment companies.” Therefore, 
despite a lower credit demend among large companies and more strict 
legal framework it is wrong to say that bank domination totally dis- 
appeared from the financial scene in the mid-1930s. The design of the 
new institutional arrangement definitely guaranteed a prolonged tight 
relationship. 


I 
Long-term Contracts 


Between every borrower and the bank there exists a loan contract in 
order to diminish the risk the bank has taken in the credit relationship. To 
secure the credit granted by always keeping satisfactory collateral is one 
way to diminish the risk. By collecting information about the company 
and its branch, the banks get further signals from the market that are 
relevant for the evaluation of the credit contract. 

But the loan contract also exists to make it easier for the company. The 
bank’s guarantee of further tranches, a fixed interest rate for the loans, 
cash management and saving accounts for the workers are all important 
financial services for a company. 
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In a broader perspective, the existence of contracts can be viewed as 
the result of oligopolistic bank behaviour. The competition between 
different institutions on the capital market forces the banks to create 
groups of companies under their influence, often firms operating in the 
same branch of industry. In this process, long established contractual 
relationships play an important role in restricting competiton. 

A contract, established on short-term credit, may be transformed into 
a long-term credit relationship in which the two actors — the bank and the 
customer — have to meet certain conditions written into the contract. 
Most of these conditions are renewed annually, such as the date of 
payment and the collaterals. This circumstance creates the possibility of a 
long-term credit relationship between the lender and the borrower. 

Even if the quality of the relationship is not contractable this aspect 
also gains in importance for a relationship that is in progress.” Both high 
efficiency and a positive social atmosphere keeps down the price for the 
contract. The social context is also important for explaining why the 
relations become long-term. It seems as if moral codes, informal 
rules and customs all have a preservative effect on the relationship and, 
therefore, strongly contribute to prolonging the contract.” 

The long-term credit contract can also be viewed from the point of view 
of transaction cost analysis.” How effectively the credit contract really 
can be organised depends on the level of the transaction costs. There are 
costs for ‘drafting, negotiating and safe-guarding’ an agreement, but 
also for implementing the contract, such as ‘maladaption costs incurred 
when transactions drift out of alignment’ (one way of safe-guarding the 
contract is to use ownership). From the point of view of the contractual 
parties — the bank and the firm — there is an incentive to keep these costs 
on a low level. To use short-term instead of long-term bank relationships 
is the same as to choose high transaction costs. With a long-term relation- 
ship the introductory costs would obviously disappear. Implicitly, the 
transaction cost analysis suggests a shift towards long-term contracts 
between banks and industry. 


Who Controls Whom? 


Questions such as who controls whom and under what circumstances the 
control shifts from the entrepreneur to the bank, or vice versa, are of 
great importance for the contracting approach. Theoretically, and in the 
short term, it seems as if industry was independent of the banks. Once the 
loan has been granted, the bank does not know what the borrower will 
do, or even if he is honest. Assuming that the borrower opts for a very 
risky project, then the lender can not, once having issued the loan, fully 
observe or control the operations of the borrower. In this case there is a 
problem of moral hazard.” The borrower has a opportunity to maximise 
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his own utility to the detriment of the bank, because the firm does not 
have to bear the full responsibility for its actions, due to a incomplete or 
restricted contract with the bank. If the project fails, the bank may still 
continue in the medium or long term to extend new credit to the firm. 
Because of asymmetric information, there is a discrepancy between the 
marginal return from the company’s project and the market interest rate. 
Therefore, in spite of failure, the bank will still, in the short term, have 
the same claims on the company as it had before the crisis (that is the same 
level of repayment and the same interest rate). Even when the failure is 
known to the bank, there can still exist an incentive to continue to give 
credits to the firm, as the only way to make it possible for the firm to make 
further repayments on loansis for the bank to grant new credits — in fact to 
throw good money after bad. 

However, in a crisis, the creditor can put pressure on the debtor 
by dictating harsh conditions. Thus, the risk of lock-in effects and oppor- 
tunism are obvious.” In cases of lock-in the creditor has closed alternative 
ways for solving the financial problems of a firm. In practice, the bank will 
try to prevent the indebted company from chosing another financier, and 
instead of helping the firm to reconstruct, the bank will no longer provide 
further financial support. Only a ‘complete contract’ could solve all 
problems due to these complications. Unfortunately, this does not exist. 
Instead, in a crisis the lender typically has a self-serving incentive to 
demand a higher interest rate or better collateral than would be efficient 
in a competitive market situation. 

Viewing credit contracting in the long term, it seems as if banks control 
industry. First of all, the problems of asymmetric information and moral 
hazard do not overshadow the relationship any longer. Moreover, when 
most firms in the same industry have their credit from only one bank, we 
can assume that there is a bank-controlled industry (very often, the bank 
also endeavours to be the only creditor to the individual firm). In 
that case the bank wields great monopoly power. Moreover, if the 
relationships include shares in the companies and interlocking directors 
there is no doubt about the fact that the bank has the potential to control 
such companies. For example, the banks have great opportunities to 
enforce mergers amongst these firms. To what extent the potentialities of 
control are exploited or not depends on other variables, such as the 
economic performance of the company, and/or the relative strength of 
the managers. 


Contracts and Performance. 

To map out the contracts we have to look at variables such as solvency, 
degree of ownership and concentration of credit relations, but also 
the informal way of contrecting. This information helps us to interpret 
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whether we have a bank-orientated or a market-orientated financial 
system. For instance, if the bank debt/equity ratio is high among firms 
(or the solvency is low), the bank ownership extensive and the credit 
relations concentrated (merely one or two main banks) it would imply a 
bank-orientated financial system. 

A comparison of the bank-orientated and the market-orientated 
financial systems of six different capitalist countries during the 1980s has 
been done by Erik Bergléf.” Companies in countries with the former 
system (Germany, France, Japan and Sweden) had (1) generally higher 
debt/equity ratios, (2) more homogeneous, stable and concentrated 
credit relations than in the other countries (United States and United 
Kingdom). Besides, (3) the shareholding by banks was long-term and 
corporate take-overs were less usual in the first countries. Due to the 
incomplete contracting approach the last result is not surprising at all. In 
the market-orientated system it is more common that the control goes 
from one owner to another more frequently. It is comparable to the 
difference between firms having short-term relations with many banks 
instead of a few long-term connections with a small number of banks. 
With banks as risk-bearers a high ratio of debt/equity is normally accepted 
and can be managed by the reconstruction experts in the bank. To search 
for a new reconstructor — actually a new owner — would be superfluous. 

In a comprehensive study of investment behaviour and industrial 
shareholding during the inter-war period done by Alice Teichova and 
Alois Mosser, the focus is partly on the Osterreichische Creditanstalt 
(CA) as both shareholder and creditor.* There were about 120 large 
industrial clients that had well established long-term relations with the 
bank in the late 1920s. These close relationships concerned both large 
credits, ownership by the bank and interlocking directors. To secure its 
credits during the crisis in the early 1920s the CA, like the Swedish 
commercial banks, acquired shares in various large enterprises. As the 
new owner of key industries it used its monopoly power to reconstruct 
several companies, initiate mergers, and organise cartels. 

The Swedish case of long-term contracts in the financial market has 
been investigated for one bank — Stockholms Enskilda Bank — by Hakan 
Lindgren.” It seems that the most common way to keep bank-directed 
control over industry was by having a minority ownership-interest in the 
companies. This gave the bank sufficient information and influence to 
dictate all the financial arrangements. There were two types of explicit 
contracts: the gentlemen’s agreement and the formal contract. The first 
type was established by confidence and moral codes. It provided an 
important network of relationships between the contracting actors which 
is still an important component of the oligopolistic Swedish banking 
system. 
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The second type of contract emerged when the bank was in danger of 
losing the firm as a customer. When the bank sold its shares in a company 
a contract was signed to secure a continued relationship. These two types 
of agreements sometimes substituted for a more extensive ownership in 
the company or at least made this less important. 

Unfortunately, the informal way of contracting customers has so 
far been ignored, especially by economists. The result above. suggest 
institutional arrangements that are far removed from a strict market 
situation. Maybe ‘the vision of a “pure” market or capitalist system which 
has driven out all vestiges of habit and tradition is both theoretically 
implausible and unrealizable in practice”. 

In the long run lenders and borrowers derive a more social, personal 
knowledge about each other. The lender gets an insight into the com- 
petence and capacity of the human capital of the firm, and the borrower 
knows what kind of services the bank can deliver. For instance, the bank 
can arrange a new board or at least suggest a change of some of the 
directors. 

The larger Swedish banks regarded some of their customers as their 
own companies. "This attitude was most apparent in Stockholms Enskilda 
Bank and the control exercised by the ‘Wallenberg group’. Several 
generations of the Swedish Wallenberg family have for more than a 
hundred years combined concentrated ownership with great entrepre- 
neurial interest. The development of Swedish multinational enterprises 
based on Swedish innovations from the late nineteenth century is cer- 
tainly one result of this policy. 

It seems that if the lender believes in the company’s future the credit 
contract will be prolonged. When prospects look bleak, the bank and 
the borrower discuss the problems together. The company gets support 
during a crisis until it has been reconstructed and, of course, even beyond 
that. Such is the general banking-policy in most large banks or where a 
well established relationship exists between a creditor and a company. 


IV 


Large Companies’ Contracts in a Bank-Orientated System™ 


As a starting point for an illustration of some incomplete contracts we 
take the 15 largest manufacturing companies in Sweden in 1919.” Eleven 
of them had long-term contracts (defined as a relationship of five years of 
more). The aim is to follow the business of these eleven firms during 
the inter-war period. Between 1919 and 1939 two of them went into 
bankruptcy, while the others survived and grew. 
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Four variables are used to eramine these relations: profit, solvency, 
concentration and volume of credits, and bank share holding. The effects 
of the deflationary crisis which hit all 11 companies led to the most 
important changes. The losses shown were great — in 1922 five of the 11 
companies reported a loss amounting to more than seven per cent of their 
totalbalance. After that their performance stabilised on a profit level and 
during the 1930s the main trend of profits was slightly upward. Solvency, 
which was extremely high after the First World War, showed a falling 
tendency after the depression in the 1930s (this was partly caused by 
abolishing restrictions on depreciation and partly by new techniques of 
bookkeeping). Despite losses and falling solvency, the credit contracts in 
the companies were renewed every year. 

In the early period it was common to have more than one credit 
contract (see Figure 1). Two firms had six different credit relationships 
while another company had ten. The number of credit contracts increased 
in times of crisis, for example in the beginning of the 1920s and the 1930s. 
In addition to the established one or two credit contracts, the enterprises 
had to get working capital from several ‘new’ banks for their survival. 

This widespread credit structure successively disappeared during the 
inter-war period.” Most multi-bank relationships were replaced by a 
connection with one or two main banks. The same development has been 
observed for the bond market. Measured by number of loans, single bank 
underwriting increased relatively during the inter-war period, from 56 
per cent 1926-35 to 70 per cent 1936—45.* 

In the long term a strategic problem seems to have appeared when the 
firm had credit contracts with more than one bank. In that case no bank 
took sole responsibility for the company. When there existed a multi- 
bank situation, each bank had less information about the company than it 
would have had if it had been the sole creditor. On the other hand, a 
relationship including long-term credit contracts with one or two main 
banks seems to has been sufficient to provide enough financial support to 
companies during the crisis. 

The length of a credit relation varied between five years and 20 (the 
whole inter-war period). It was even common that established one and/or 
two main credit contracts in 1919 continued during the entire period (four 
cases). During the deflationary crisis the banks granted higher credits. 
Some of the large companies were totally reconstructed by the banks 
after the depression. Through personal and financial engagement a 
majority of them could survive the deep crisis. 

Finally, bank ownership was very often connected to credit contracts. 
In a Clear majority of the companies the main credit bank also owned a 
large portion of shares. In some companies this ownership was combined 
with shares even from the second and the third main credit bank (it was 
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TABLE 1 
MULTI-CREDIT CONTRACTS 1919-39 
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very unusual that a non-credit bank had any shares at all). The trend here 
was towards a more concentrated ownership with only the main credit 
banks as shareholders in indebted firms. 


Rescue Credits or Bankruptcy 
The large company sector strongly increased its dependency on banks 
during the first half of the 1920s. Between 1918 and 1924 the proportion of 
the advances given to bank-owned companies in this sector increased 
from 22 to 72 per cent.* Two of the 11 companies above, Reymersholms 
Gamla Industri AB and Ytterstfors-Munksund, illustrate the conse- 
quences of many years of bank involvement. Ytterstfors-Munksund — a 
sawmill — first had two main bank relations but from 1921 Svenska 
Handelsbanken continued as the sole creditor.” When wood and pulp 
prices began to fall in the early 1920s the company experienced severe 
difficulties. In 1922 the loss was already 20 million Swedish crowns (£1.2 
million). Increased ‘rescue credits’ were not able to save the situation. 
The problem was rather on a macro level since the Swedish wood industry 
needed to be structurally rationalised in order to become more competi- 
tive. ` 

Svenska Handelsbanken’s reliance on the management was extremely 
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low and the bank refused to support the optimistic plans of the company. 
In a letter to the firm the bank's management expressed its lack of 
confidence: 


Regarding the extensive bank engagement, through large credits, 
the company calls for a capable board of directors, on which the 
bank could rely. As the new board does not satisfy this basic 
criterion we claim that either the credits are repaid or the company 
instals a more competent board acceptable by the bank.* 


The company seemed to have been totally locked in by the bank. 
Shortly after the bank decided to cancel the credit contract in 1925, the 
firm went into bankruptcy. 

This case exemplifies why banks sometimes want to write open, 
limited-term contracts instead of detailed ones concerning far-reaching 
support. In the short-term contract, the parties’ obligations under every 
contingency are consciously left out. This principle can be derived from 
the attitude of the bank, which is to ‘wait and see what happens’.” If the 
bank suddenly dislikes the activity of the firm, a short-term loan, com- 
pared to a detailed and far-reaching contract, can easily be revaluated or, 
as in the case of Ytterstfors-Munksund, cancelled. 

Later on a new enterprise based on the assets from Ytterstfors- 
Munksund was founded — Munksund.” It was a result of negotiations 
initiated by directors from Svenska Handelsbanken. The business cycle 
was not beginning to move upwards, and the earlier effective concentra- 
tion on the sulphate industry had become successful. After a bank- 
directed merger with the large SCA (Swedish Cellulose Co.) in 1933, 
which after the Kreuger crash was closely connected to Svenska Handels- 
banken’s sphere of industrial interest, the firm continued as a relatively 
profitable subsidiary company. 

Reymersholms Gamla Industri AB, belonging to the chemical industry, 
was also hit by the deflationary crisis of 1920-21.“ Losses and bank debts 
both accelerated, and in 1923 one of the three main creditors decided to 
break up the contract. The remaining bank relationships were divided 
between the two largest banks in that time — Svenska Handelsbanken and 
Skandinaviska Banken — in which Svenska Handelsbanken was the most 
important. In the financial reconstruction that followed, the share capital 
was depreciated from 33 to 3 million Swedish crowns (from £1.9 million to 
£0.2 million). At the same time equity capital was extended and to a large 
degree taken over by the bank in order to protect their claims. Svenska 
Handelsbanken became the majority owner. 

Despite improvements in the business cycle in the late 1920s Reymer- 
holms continued to be dependent on the bank. In 1928 the credits 
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in Skandinavbanken were taken over by Handelsbanken.* In the 
new single bank relation the bank director at Handelsbanken played an 
important role in the second financial reconstruction of the firm in 1932— 
33. The bank stayed in the relationship even beyond the profitable years 
from the mid-1930s. When its ownership was threatened in 1934, due to 
the changing legal framework, the bank did not sell its shares in the 
market but to a holding company within its own bank-sphere— AB Regia. 

It was characteristic of this type of relationship that the bank tried 
to strengthen its position without regard to the business cycle or the 
economic prospects. If the original motive with holding shares was to 
protect the bank’s claims, the later motivation of the banks was certainly 
to dictate the company’s future. 

In the early 1920s the Swedish separator industry answered for more 
than half of the world production of separators.© Both Separator AB 
and Baltic were already multinationals with substantial manufacturing 
subsidiaries in the United States.“ During the deflationary crisis the 
industry faced great difficulties. It needed to be concentrated. Separator 
bought the smaller Baltic and merged with a third company — Pump- 
separator. The concentration process was to a large extent managed by 
the banks. 

The reason why Baltic, but not Separator, disappeared from the 
market was not only a question of size. It can also be explained from the 
view point of the credit structure. The companies’ two different ways 
of organising their credit relations determined the degree of banking 
support they received. In Separator a one main-bank relationship existed 
during the whole inter-war period, even though there was a change 
in 1934 from Godteborgsbanken to Stockholms Enskilda Bank. The situa- 
tion of Baltic was totally different. With ten different bank connections in 
1918-21, the responsibility was dispersed between the various banks. 
Despite some ‘rescue credits’ provided by Skandinavbanken, which also 
had a long-term share holding in the company, Baltic could not survive 
the deflationary crisis.“ The result of the multi-bank connection was that 
no one bank felt enough responsibility for the company to provide help at 
a critical time. 

The foremost link between another multinational enterprise — ASEA — 
and Stockholms Enskilda Bank was on an individual base. An established 
personal network guaranteed the bank’s continued control of the com- 
pany.“ From the turn of the century personal bonds between the manag- 
ing directors made the relationship strong. During the deflationary crisis, 
the company had big losses and the credit limit was increased. Figures 
featuring years of high solvency did not represent the whole truth. In 1922 
and 1923 when the formal solidity was 79 and 82 per cent respectively the 
losses amounted to nearly ten per cent of the total balance.” But the fact 
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that the company already in 1924 was one of the largest depositors in the 
bank confirms its relative financial independence. 

There was no shareholding in this company by banks until the end 
of the 1920s, when the only creditor — Stockholms Enskilda Bank — 
broadened its engagement.” In the late 1920s there was international 
interest in ASEA which aimed at incorporating the firm into a cartel of 
the European high-voltage companies.” In this competitive situation the 
‘Wallenberg group’ was pushed to make further agreements with the 
company. The personal links from the early period were complemented 
by both ownership, a more extensive credit contract and joint-venture 
projects in high-voltage industry. 

The distinguished way in which the Wallenberg bank handled a multi- 
bank situation gives further evidence of the ambition to be ‘the one 
and only’. This type of bank behaviour corresponds to the German 
‘Hausbank system’. When the Wallenberg bank’s relations with its 
industrial clients were threatened, the bank reacted by increasing its 
share of ownership. If that was not enough, the bank would implement a 
merger, offering contracts in which all the business operations were 
proportionally divided between the bank and the next-largest creditor.” 
In this respect, ASEA was certainly one of the banks’ own companies, 
supported and controlled by the different institutions within the powerful 


“Wallenberg group’. 


Conclusion 

In this essay various characteristic features have been presented to shed 
some light on the Swedish financial system during the inter-war period, 
such as bank domination and long-term credit and owner relationships 
between firms and banks. 

It appears that the so called bank-orientated system and the structure 
of these relations was made possible because of legal framework which 
existed. In this respect the nght of banks to act as shareholders was the 
most important factor in giving the banks dominant position on the 
capital market. 

However, the Swedish case does not fully fit in with the common view 
of a bank-orientated system. Because of the very active share-issuing 
companies, which were owned by the banks, there was especially in the 
1910s a highly developed capital market. The industrial firms were, in 
Opposition to the traditional view of a bank-orientated system, very often 
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externally financed through the share market. Due to the fact that 
the banks dictated the rules for the share-issuing companies, as well 
as financing their operations, the development of industry was highly 
dependent on the behaviour of the banks. 

Another notable exception from the common pattern deals with bond 
financing, which has been considered insignificant in a bank-orientated 
system. Especially in the late 1930s, bonds constituted a large part of the 
external financing among Swedish large enterprises. 

The contract approach had proven to be a suitable analytical tool in an 
empirical study of bank-industry relations. Because of the incomplete- 
ness of the credit contract the banks in inter-war Sweden combined their 
credits with shareholding and personal links to achieve better control and 
information about the companies. In Sweden, as in most European 
countries (except the UK), this combination of mutural ties has been very 
characteristic and important for the prominent role of banks since the 
beginning of this century. 

From the empirical study of the largest Swedish firms (in the last part of 
this paper) it seems that most enterprises had long-term relationships 
with banks, including both credit contracts and banks’ ownership in their 
equity. Moreover, the relationships were often prolonged no matter how 
business cycles developed. This banking policy promoted an extensive 
division of industrial clients in a oligopolistic manner. 

It was common among large scale companies to have one or two long- 
term credit contracts. This situation resembled the German case of 
‘Hausbank’. In periods of crisis the number of credit contracts temporarily 
increased, because the companies were forced to secure new financial 
sources to survive the depression. During such periods, if the financial 
problems of the industrial companies increased, the Hausbank offered 
rescue credits, which were followed by various forms of financial and 
industrial reconstruction assistance. 

Close bank-industry relations remained part of the Swedish economy 
even after the inter-war period. When banks were prohibited from 
owning shares in joint-stock companies by the Government Act of 1934, 
they founded investment companies for the continued control of their 
own enterprises, in a oligopolistic manner. This development was similar 
to what happened in other European countries characterised by the bank- 
orientated financial system.” On the Continent of Europe, but also in 
Japan, the banks continued to play a prominent role in the economy after 
the Second World War. 

Many of the results in this essay concerns an implicit critique of the neo- 
classical way of describing developments in the capital market. From our 
point of view institutional factors seem to be of much greater importance 
for the development of bank-industry connections than the pure economic 
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factors. Surely, for the banks and the firms, the ‘perfect’ market was too 
hazardous for them to risk their relationship. 
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The primary role of monetary policy is today widely held to be the 
stabilisation of the price level, whether this is achieved through a series of 
rules or by the discretionary policy of the authorities.’ But monetary 
policy is imposed through an institutional framework, the nature of 
which may have a decisive impact on its formulation and effective imple- 
mentation. This paper focuses on a similar inflationary episode in two 
countries, one of which followed a monetary policy vested in an inde- 
pendent central banking system, while the other pursued the strategy of 
joint government—central bank responsibility for the conduct of policy. 
It considers the relationship between the institutional structure of the 
monetary and banking system and the effectiveness of policy in the light 
of the inflationary pressures in Britain and the Federal Republic of 
Germany as a result of the Korean War. Attention will be focused on 
the respective economies prior to the war, the inflationary problems 
associated with the outbreak of hostilities, the policies adopted in both 
countries to constrain domestic demand and the relative success achieved. 
We argue that the crucial factor in determining the success of monetary 
policy was not the degree of independence of the central bank,’ but the 
strength of the policy transmission mechanisms and the ability of the 
authorities to force the banking system to comply with their chosen 
policy. This lesson was learned in Germany in this period. It was not 
learned in Britain. 


The British and West German economies on the eve of the Korean War 


In the period immediately prior to the outbreak of the Korean War, both 
the British and West German economies were experiencing rapid growth 
and their balance of payments positions, though far from healthy, were 
showing signs of improvement. There were, however, serious problems 
in both countries — in Britain shortages of industrial materials was 
the major difficulty, while in Germany a large pool of under-utilised 
resources constituted a political problem for the government. 
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During the war years and in the post-1945 period, the greatest fear of 
British policy makers had been that the economy would repeat the 
inflationary boom and recession experience of 1918-19; direct controls 
were maintained in the post-war period in order to smooth the expected 
fluctuations in demand. In the monetary sphere, Dalton attempted to 
drive long-term interest rates down to 2.5 per cent in order to keep the 
costs of reconstruction as low as possible. This policy became untenable, 
however, with the series of crises in 1946-47 and monetary policy there- 
after played little part in constraining domestic demand. Fiscal policy and 
the pursuit of budgetary surpluses were used to mop up some of the 
excess demand in the economy, while direct controls over allocation of 
many materials remained in force. The problem of shortages, which arose 
both from the rapid rate of industrial growth (industrial production had 
exceeded pre-war levels by 1947) and the inability to pay for imports from 
the United States, remained the most serious economic problem. 

The German situation was different. In that country, much of the 
government’s internal debt had been removed by the currency reform of 
1948 and the new Deutsche Mark provided a sound base for growth. In 
the last quarter of 1949 industrial production reached its 1936 level and 
by 1950 Germany had also largely re-established its position in intra- 
European trade. Milward has suggested that ‘the actual level of intra- 
Western European trade in 1947 would have been 24.5 per cent higher 
had West German trade been at its normal pre-war level, 18.4 per cent 
higher in 1948, 13.1 per cent higher in 1949, 4.5 per cent higher in 1950 
and ... 4.1 per cent higher in 1951’.° Despite this rapid expansion, the 
influx of refugees from the East meant that unemployment in West 
Germany reached record levels in the winter of 1949/50, although serious 
skill shortages remained in many areas. Fearing the inflationary con- 
sequences, the government held out against pressure from the Social 
Democrats and the Allied High Commissioners to institute expansionary 
employment creation programmes, but was eventually forced to recon- 
sider. A first set of measures was largely ineffectual and the second 
programme, announced in March 1950, came too late to stimulate 
economic activity before the outbreak of the Korean War.‘ 

There were similarities between the two countries in this period. 
Shortages of steel and coal hampered recovery. In addition the level of 
inventories held by industry had been run down to low levels. In Britain, 
the increase in world raw material prices in the first half of 1950 was 
reflected in a larger than expected rise in import prices (17 per cent as 
against 5 per cent for export prices). Thus firms preferred to rely on their 
current levels of stocks and were reluctant to buy raw materials at what 
they perceived as inflated prices.’ In Germany a similar reluctance 
to undertake this kind of investment was evident, and by June 1950 
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inventories in both countries had been run down to levels insufficient to 
meet the increased demand arising from the outbreak of hostilities.* This 
had important repercussions for the banking system and monctary policy 
in that in both countries the predominant source of finance for investment 
in industrial stocks was short-term bank borrowing. 


Banking Systems After the War 

The banking and monetary systems in both countries underwent impor- 
tant changes in the period immediately after the war. The institutional 
structures which were created in the two countries reflected different 
views on the importance of central bank independence and the trans- 
mission mechanism of monetary policy. Whereas in Britain it was 
expected that by bringing the Bank of England under government control 
it could be used to regulate the economy, in Germany a different per- 
spective held sway. In that country the occupying authorities were in 
a position to create an entirely new set of banking and monetary insti- 
tutions, and they were explicitly modelled on the Federal Reserve System 
in the United States. Monetary policy was therefore to be pursued inde- 
pendently of government. By the time of the outbreak of the Korean 
War, however, serious weaknesses in the ability of both systems to 
control the level of inflation in the economy had become apparent. 

In Britain, the Labour government’s decision to nationalise the Bank 
of England gave it nominal power to issue directives relating to the level 
of money and credit in the economy. Such directives could only, how- 
ever, be issued to the Bank of England, which acted as an intermediary 
between the government and the clearing banks, passing on the former’s 
wishes to the latter. There are two points to make about this situation. 
The first is that it was not expected to make much difference to the 
conduct of monetary policy. The debate in the House of Commons on the 
Bank of England Bill consisted largely of statements from the Labour 
benches that a simple formalisation of the position as it had existed for 20 
years was taking place and that there was no reason to oppose it; and from 
the Conservative side that it would change very little and that the Bill 
arose from irrelevant ideological vindictiveness.’ In practice these fore- 
casts proved to be accurate; Cairncross has pointed out that the Bank 
of England Act effected ‘little discernible change in the relationship 
between the Bank and the Government (nor indeed in any other Bank 
relationships)’ .* ma 

. The second point of interest to note about the institutional relation- 
ships established relates to the position of the Bank of England between 
the government and the clearing banks. The Bank acted not only as 
intermediary between policy formulation and the institutions ‘which it 
targetted, but also as a buffer. Douglas Jay’s appointment as Economic 
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Secretary to the Treasury in December 1947 signalled the beginning of a 
series of attempts to impose a ceiling on the level of bank advances, which 
were considered one of the main engines of domestic inflation.’ On each 
occasion, however, the Bank of England’s officials argued vehemently 
that such a move would jeopardise the smooth workings of the banking 
system.” They exerted pressure in the opposite direction, insisting that 
more traditional methods, such as reductions in government expenditure 
or increases in Bank Rate, were the only ways to control the growth of the 
money supply.” Although this response greatly frustrated those in White- 
hall, while bank advances continued to rise throughout 1949 and 1950 
the Bank’s view prevailed. Robert Hall [the Director of the Economic 
Section] noted that on this issue ‘we were defeated by the Bank’. 
Gaitskell urged him to ‘write a paper and if necessary have a clash with 
Cobbold [Governor of the Bank of England] and accept his resignation if 
he offered it’.” 

In addition to the problems of ensuring Bank of England compliance 
with its policy goals, the government had also to enlist the support of the 
clearing banks themselves. Given that lending is the most profitable 
aspect of a bank’s business, however, they were naturally reluctant volun- 
tarily to curtail their activities in that direction. It is clear therefore, that 
although nationalisation of the Bank of England gave the government 
greater nominal powers over the monetary system, institutional inertia 
and impertect policy transmission channels meant that its ability to 
control the banking system was significantly less than total. 

The German financial system underwent a much more radical re- 
structuring after 1945, although it, too, displayed a crucial inability to 
restrain inflationary lending by the banking sector. The main goal of the 
occupying powers in creating a new set of financial institutions was 
to denazify and curb the power of the German universal banks. The 
three remaining large Berlin banks (Deutsche Bank, Dresdner Bank, 
Commerzbank) were split up into 30 regional successor banks in 1947/48. 
A wide range of restrictions were placed on these institutions, the most 
important of which was that they could only offer their services in 
one state. This placed them at a disadvantage against well-established 
regional private banks, municipal savings institutions (Sparkassen) and 
credit co-operatives (Kreditgenossenschaften). In addition, the successor 
institutions were further handicapped by the fact that they held a signifi- 
cant proportion of their assets in low-interest bearing (3 per cent) 
equalisation claims, with which they had been compensated for their 
holdings of pre-war government debt." 

The second important aspect of this restructuring was the insulation of 
the central bank from the government and the replacement of the Reichs- 
bank with a two-tier central banking system modelled on the Federal 
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Reserve in the United States.“ In each of the new German states 
(Lander) a central bank (Landeszentralbank) was formed. The relation- 
ship between these Landeszentralbanken (LZB) and the Bank deutscher 
Lander (BdL), the federal central bank, was a precarious one. The BdL 
was governed by the Zentralbankrat (ZBR) (central bank council) which 
was made up of the 11 presidents of the LZBs (who were appointed by 
their respective state governments), a chairman (Karl Bernard) and the 
executive director of the BdL (Wilhelm Vocke). Monetary policy was 
formulated by the executive director together with the ZBR. The Execu- 
tive Director and the BdL directorate were responsible for the imple- 
mentation of ZBR decisions, but they had to rely on the LZBs to carry 
out day-to-day operations. Bill discounting, inter-state clearing and giro- 
transfers were the most important parts of their business and within their 
state they were jointly responsible for bank supervision with the state 
government. The ZBR could fix minimum reserve requirements and 
discount rates.” Its power, therefore, rested on its authority to regulate 
directly the local banking systems and their relationship with the LZBs, 
rather than indirectly by altering conditions and rules of operation of the 
LZBs themselves.“ This was to prove important in defining the nature 
and extent of the BdL’s ability to influence monetary conditions. The 
Allied Banking Commission (ABC) supervised this system until the 
Federal government asserted sovereignty over it in July 1951, although its 
independence from government control remained untouched.” 

After the currency reform in July 1948, seeking to stabilise the 
currency, the BdL followed a fairly restrictive monetary policy. This 
involved the raising of minimum reserve requirements, imposition of a 
ceiling on bank lending and restrictions on the level of discounts and 
acceptances. The deflationary policy, however, was felt to be constrain- 
ing growth, and it attracted mounting criticism. During 1949 the BdL 
gradually eased monetary conditions, abandoning the credit limit in 
March, lowering the discount rate in July and the minimum reserve 
requirement in September.” 

The loosening of monetary conditions, combined with partial liberalis- 
ation of foreign trade, quickly resulted in a rapid growth of imports and 
monetary policy was tightened once more from November 1949. This was 
frustrated, however, by a similar institutional inertia on the part of the 
LZBs to that which had contributed to the unwillingness of the British 
clearing banks to reduce their lending. Keen to provide credit in their 
local states, they ignored policy which they themselves had set in Frank- 
furt and discounted bills to their respective banking systems almost 
without limit. Some banks discounted up to 30 times their capital — a 
situation which clearly ran contrary to the aims of ZBR policy and which 
illustrates the limits to the BdL’s ability to control the monetary system. 
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The institutional arrangements which existed in Britain and the Federal 
Republic in this period contained different perceptions of the nature of 
monetary control and therefore of ideal government — central bank — 
banking system relationships. To some extent these differeneces reflected 
continuity between pre- and post-war arrangements in Britain and a 
decisive change, imposed by the allied powers, in Germany. What is 
important for the current discussion, however, is that serious weaknesses 
in the ability to both sets of monetary institutions to control inflationary 
pressure had been made clearly apparent even before the shock of the 
Korean War. 


The Korean War and responses to the crisis 


With the outbreak of the Korean War both countries faced a new array of 
challenges. The North Korean invasion led to panic purchases of raw 
materials in the industrial sector, strategic restocking in many countries 
and large increases in defence expenditure.” The result of these factors 
was a major upward shift in raw material prices which found most Euro- 
pean economies unprepared. The dramatic change in the terms of trade 
plunged most of them into severe balance of payments difficulties in the 
first 18 months of the conflict.” 

In the Federal Republic, the impact was almost immediate and the 
ensuing balance of payments crisis threatened the stability of the Euro- 
pean Payments Union and, in turn, Western European recovery. In 
contrast the immediate impact of the crisis on Britain was less severe, 
since, in the short term, that country was insulated from the worst effects 
of the shift in world prices by the increased export receipts of the sterling 
area. 


TABLE 1 


CURRENT BALANCE OF PAYMENTS OF THE UNITED KINGDOM AND WEST 
GERMANY, 1947-51 ($m) 





1947 1948 1949 1950 1951 





UK —1510 50 30 770 -1430 
W. Germany 650 —1120 —1060 -—640 130 





Source: United Nations Economic Commission for Europe, Economic Survey of Europe 
Since the War. A Reappraisal of Problems and Prospects (Geneva 1953) Table XL, 
p. 249. 


Table 1'indicates that while the crisis demanded decisive measures from 
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the West German economic policy makers, there was little need for a 
tightening of policy in Britain. 

The beginning of the war coincided with the creation of the Euro- 
pean Payments Union and further steps towards liberalisation of intra- 
European trade. These had the effect of limiting the tools which were 
available to both the British and West German governments to combat 
the inflow of expensive raw materials. Import controls, especially, 
became more difficult to impose, although they were used to some extent 
in both countries. Other policy options, therefore, had to bear the 
brunt of the anti-inflationary drive. Monetary policy and, in particular, 
attempts to control the level of bank lending was the method adopted. 

In West Germany the raw material price increases were compounded 
by a wave of panic buying and there was some disagreement and indeci- 
sion about how to respond. The rising price level was observed with some 
alarm by the BdL directorate and in an attempt to stop this feeding 
through into the money supply, some tightening of monetary policy was 
contemplated.” No immediate action was agreed upon, however, beyond 
a request from the BdL to the LZBs that they ask the banks in their states 
not to finance further private sector inventory investment.” Erhard and 
the government took the opposite view. During a meeting with represen- 
tatives from industry, ministers Bliicher and Erhard insisted that higher 
raw material prices were unlikely to lead to inflation. Confident that 
industry held sufficient inventories of materials, they felt that rather than 
tightening monetary policy the time had come to encourage the export of 
manufactured goods.” As one observer laconically commented, given 
higher raw material prices and the prospect of large scale rearmament 
abroad, the government would have done well to limit the impact on the 
West German economy.” 

This period of indecision lasted until the end of September 1950. In the 
ZBR meeting on 6/7 September 1950 the President of the LZB Bremen, 
Tepe, suggested a lowering of the discount rate. This was rejected, Vocke 
arguing that any easing of monetary policy would lead to a significant 
expansion of credit. In the end the ZBR decided that no further action 
was necessary as long as bank lending continued to grow within reason.” 

The BdL’s cautious, but determined, stance found critical support. In 
several commentaries, the government was accused of compounding the 
crisis by its failure to curtail expansionary expenditure in connection with 
the second programme to combat unemployment. Massive borrowing by 
the public sector, it was argued, would defeat the efforts of the central 
bank to contain the inflationary potential of rising raw material prices. 
Renewed inflation could only lead to the reintroduction of controls which 
would in turn stifle the economy.” 

Throughout September signs of renewed shortages and bottlenecks 
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appeared.” While industrialists tried to stock up on raw materials, 
consumers continued their panic buying spree.” The latter was fuelled by 
the increase in spending power created by a retrospective reduction in 
income tax in June 1950. While in normal circumstances the tax refunds 
would have been saved, in this situation consumers started to reduce 
their savings,” which aggravated the precarious liquidity position of 
most banks. Booming demand and rising import prices led to a rapid 
deterioration in the balance of payments. By the middle of September it 
became clear that West Germany would exhaust its quota within the EPU 
before the end of October if imports continued to grow at their present 
Tate.” 

As the crisis unfolded, both the BdL and the government were forced 
into action. To slow down the expansion of short-term credit, the BdL 
imposed a 50 per cent increase in minimum reserve requirements for 
commercial banks, effective from October 1." It was clear, however, that 
the increase in minimum reserve requirements would not achieve the 
desired effect unless the discounting of bills was also restricted.” Accord- 
ingly, from 13 October, the LZBs were instructed to limit their rediscount- 
ing of bankers’ acceptance to the level of the previous day.” This measure 
coincided with the decision of the Interministerieller Einfuhrausschuss 
(interdepartmental import committee) to annul all outstanding import 
licences overnight and impose a 50 per cent advance deposit requirement 
on all new licences for imports from OEEC countries.” The government 
felt that these measures would be sufficient and Erhard rejected demands 
of the American High Commission for the control and rationing of scarce 
resources.” 

Over the following two weeks the ZBR discussed the possibility of 
raising interest rates. Adenauer and his Finance Minister Schaffer were 
opposed to such a step, while only Erhard wasin favour.* After a meeting 
in the Chancellory in Bonn, the ZBR decided to defy the Chancellor and 
raise discount rate from 4 to 6 per cent and the rate on loans made against 
security from 5 to 7 per cent.” Two days later the BdL asked the LZBs to 
reduce their holdings of bills of exchange by 10 per cent, this target to be 
achieved by 31 January 1951.” This was a controversial move, and 
the banks complained that the restrictions — especially relating to the 
minimum reserve requirement — hit them unduly hard.” 

Since the currency reform in 1948, the banking system had financed the 
import boom by borrowing from the Central Bank. Although this had 
begun to tail off in the first half of 1950, the price shock associated with 
the war, compounded by widespread dissaving on the part of the public, 
exerted pressure of their liquidity positon. The objective of the measures 
— except the increase in the interest rates — imposed in September and 
October was to reduce the banks’ ability to expand their short-term 
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lending. As West Germany lacked a functioning money and capital 
market, the only source for additional funds for the banks was the central 
banking system. This dependence of the banks was seen by the BdL 
officials as the major obstacle to the full implementation of the restrictive 
policy measures since, if they refused to provide the funds needed by the 
banks, the stability of the banking system could clearly be endangered.” 

In this context the relative failure of the advance deposit requirement is 
of particular interest. To a large extent these were financed by increased 
short-term bank lending, which suggests that this restrictive measure 
actually induced banks to increase their lending and consequently their 
demand for funds from the central banking system.“ Additionally, banks 
responded to the restrictive measures of the BdL by expanding longer 
term lending.* 


TABLE 2 


STRUCTURE OF WEST GERMAN BANK LENDING TO NON-BANKS 
IN MILLION DM 


Short-term Promissory Medium-term Long-term 


advances Notes Credits Credits 

1950 
August 7,649.0 4,135.4 815.1 3,669.8 
September 8,200.1 4,176.8 853.5 4,019.3 
October 8,669.1 4,311.4 897.8 4,424.8 
November 8,787.5 4,484.1 922.5 4,751.8 
December 8,458.6 5,065.5 962.0 5,148.3 

1951 
January 8,548.6 5,156.9 992.3 5,395.8 
8,703.5 5 384.2 1,042.8 5,630.9 
March 8,154.4 5,335.6 1,167.2 5,916.5 
Pa 7,849.0 5,330.3 1,227.6 6,201.8 
y 7,924.1 5,283.6 1,268.3 6,407.9 
June 7,887.0 5,660.9 1,340.7 6,647.9 
July 7,928.0 5,933.6 1,370.0 6,859.3 
August 8,065.3 6,108.6 1,396.9 7,158.8 
September 8,557.9 6,181.8 1,439.4 7,391.4 


Source: BdL, Monatsberichte, October 1951. 


As Table 2 shows, the level of short-term advances by the banks started to 
fall from February 1951. The levels of long-term lending and promissory 
note discounts rose, however. The balance of payments crisis showed 
no sign of abating and the question of tightening monetary policy was 
raised,” particularly as the Federal government seemed reluctant to 
adopt any further restrictive measures and continued to issue a large 
number of import licenses.“ Eventually, the ZBR adopted a number of 
balance sheet restrictions. These ‘guidelines’ sought to establish para- 
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meters for a number of operating ratios, the most important of which was 
that advances could not exceed a certain (variable) percentage of the 
capital and reserves of the bank. Under these guidelines it was envisaged 
that many private banks would have to reduce their lending to conform 
with the credit restrictions.” These measures were strengthened after the 
Federal government suspended trade liberalisation within the EPU 
on 22 February.“ This decision by the government prompted the ZBR to 
restrict short-term lending even further, and it requested that the banks 
reduce their short-term lending by DM 1,000 million, to be achieved in 
the three months to the end of May 1951. To back up these administrative 
controls on the level of credit in the economy the BdL activated its 
most powerful threat — the withdrawal of all central banking discount 
facilities.” 

Ascan be seen from Table 2, the reductions in lending were never quite 
achieved. To some extent, this was due to the fact that for a number 
of reasons West Germany’s balance of payments problem became 
less pressing. Suspension of trade liberalisation curtailed imports from 
EPU countries* and at the same time the terms of trade started to 
shift significantly in Germany’s favour from March 1951. These factors 
contributed to a West German payments surplus with the EPU after 
March 1951 and as a direct consequence banks profited from the influx of 
funds from abroad.* These developments reduced the need to enforce 
the controls over bank lending, and after a drop in the volume of short- 
term advances in March and April the rate of growth recovered. It is not 
clear, therefore, that the reduction in inflationary pressure was solely due 
to the tightening of monetary conditions. 

In addition, the crisis exposed a number of weaknesses in the dual 
nature of the West German central banking system. As in 1949, the 
monetary policy set by the ZBR was not always rigorously enforced by 
the LZBs or their local banking system.2 It is clear, for example, that the 
banks were converting many short-term advances into medium and long- 
term loans.” At local level LZB branch directors seemed to discount bills 
almost indiscriminately,” a throwback to the old Reichsbank practice of 
discounting any bills which met the minimum requirements of the bank. 
This allowed the banks to expand their lending without restrictions as 
long as business could ‘produce’ bills of exchange.* Another difficulty 
was that for the first few months after October 1950, the decision by the 
LZB in Berlin to raise neither the minimum reserve requirement nor the 
interest rate provided banks with a loophole through which they could 
avoid the restrictions imposed in the Federal Republic.“ 

By the summer of 1951 the threat of inflation had largely receded. 
Nevertheless, the restrictions were maintained and discussions within the 
BdL centred on how to close the loopholes in the system of monetary 
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control which the Korean episode had identified.” The new minimum 
reserve requirement and the imposition of rediscount ceilings, buttressed 
by the threat of withdrawal of access to central bank funds, were ratified 
by the ZBR in October 1951.* These measures pulled the banks into 
the central banking system and at the same time extended the powers 
of sanction which the BdL could use over those deemed to be lending 
to excess. They represented, then, a clear attempt to enhance the effec- 
tiveness of monetary policy in restraining inflationary growth of credit.” 

This control over the banking and monetary system had of course been 
approached in a different way in Britain. Nationalisation, the Labour 
Party hoped, would greatly increase the responsiveness of the banking 
system to government policy and by benign co-operation would prevent a 
repetition of the experience of the inter-war years when monetary policy 
was perceived as having added to economic dislocation.* This proved not 
to be the case. The experience of the government in attempting to control 
inflationary pressure in 1949-50, and perhaps even more so of the BdL 
in 1950-51, indicated that even had the Bank of England and the govern- 
ment been in complete agreement over policy, successful execution was 
by no means guaranteed. The oligopolistic nature of the banking system 
in Britain was very different from the fragmented and competitive situa- 
tion in Germany, but the extent to which the Bank of England could 
enforce compliance with policy remained unknown. It is interesting, 
therefore, that during the inflationary crisis in Britain in 1951, a joint 
approach of quantitative monetary restriction and qualitative guidelines 
on bank lending was used. 

As the economic repercussions of the Korean War started to make 
themselves felt, the government, rather than using monetary policy, 
turned to selective tightening of controls.” Gaitskell’s budget in 1951 
tried to limit the impact of increased demand brought about by the 
expansion of defence expenditure by raising taxes and reducing food: 
subsidies — the policy of ‘disinflation through rising prices’. The clearing 
banks were requested to exercise vigilance over their lending and they 
responded by stressing to their branch managers the need to control the 
growth of inflationary advances, and by jointly raising the rate they 
charged for this accommodation by 0.5 per cent.“ 

The government also attempted to control and direct investment flows 
through the operations of such bodies as the Capital Issues Committee 
(CIC) and the National Investment Board,® although these were of only 
minor assistance in curtailing domestic demand. The Economic Survey 
for 1951 contained the assumption that the drop in exports and the higher 
raw material prices would absorb the current account surplus, and it 
allowed for a small balance of payments deficit to cover the expenses for 
strategic stockpiling.“ This was especially necessary as both industrialists 
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and the government delayed their restocking expenditure until after 
prices had increased significantly.“ The massive private sector investment 
in inventories which began to build up from the beginning of 1951 was 
financed to a large extent by an increase in bank borrowing.“ An analysis 
of Midland Bank advances in May 1951 confirmed this trend. The report 
indicated that while the effect of higher raw material prices had fed 
through to higher borrowing levels, especially where ‘stocks and work in 
progress represent a substantial part of total assets’, rearmament had not 
yet led to an increase in advances to defence contractors.“ 

Over the summer of 1951 the balance of payments, not only of Britain 
but of the whole of the sterling area, deteriorated rapidly.” The govern- 
ment, however, continued to resist very strong pressure from the Bank of 
England to tighten monetary policy and raise short-term interest rates. 
By the time of the election in October, the government had come under 
severe criticism for the limited scope of its policy. Per Jacobssen (head of 
the Bank for International Settlements) found the Chancellor’s strategy 
incoherent and heavily flawed.” The Economist had published a series of 
articles debating the need for a tighter monetary policy in May 1951,” 
while in July of that year, The Banker argued that the ‘tarnished weapons 
of monetary orthodoxy ... could make a significant contribution to anti- 
inflation efforts as a whole’.” 

Within the Treasury, also, the arguments were being strongly made 
that the point had been reached where technical measures were needed to 
reinforce official guidelines on monetary policy,” and the new Chancellor 
did not disappoint. On 7 November 1951, Butler announced a series of 
measures designed to restore confidence in sterling, bolster the exchange 
rate and reduce the balance of payments deficit. Bank Rate was raised 
from 2 to 2.5 per cent and a short-term funding operation was launched in 
an attempt to reduce floating debt in the hands of the clearing banks. The 
previous government had borrowed in the market for short-term money 
at a low and fixed rate which had been made possible by the Bank of 
England’s willingness by buy unlimited amounts of Treasury Bills at 0.5 
per cent. This constantly available flow of cash to the banking system 
‘made the control of credit extremely difficult. In an attempt to turn off 
this tap of funds, the Bank announced a short-term rate of 2 per cent at 
which advances to the discount market would be made against Treasury 
Bills. 

The thrust of this policy, in a fashion similar to that pursued in 
Germany, was clearly to impose some quantitative control over the level 
of bank deposits, and a target of 30 per cent liquidity ratio was established 
at the same time. The fundamental difference between the two countries, 
however, lay in the added burden brought about by the war itself. 
Monetary policy is essentially a blunt weapon, in that interest rates and 
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bank liquidity ratios have indiscriminate effects over the whole range of 
borrowers. Given that in Britain the government sought to encourage 
lending in particular directions to stimulate armaments and export in- 
dustries, while seeking to contain domestic inflation and pressure on the 
balance of payments, the direction of bank lending was in many ways of 
greater importance than the aggregate level. The Economic Survey for 
1952 noted that as part of the strengthening of monetary policy, qualita- 
tive controls were continued and intensified.” In April 1951 a directive 
had been issued to the Capital Issues Committee which specifically 
singled out projects essential for defence production as one area in which 
finance was to be freely available.* As part of the package of restrictions 
in October, the CIC was asked for greater stringency in the appraisal of 
all investment projects and the new memorandum of guidance set out 
very clearly the sectors for which funds could be raised. The Chancellor 
sent a new request to the Bank of England, asking that the banks pay 
close attention to the priorities set out in the CIC directive. This com- 
bination of quantitative tightening of monetary conditions and qualita- 
tive attempts to influence the direction of lending the investment in the 
economy is the most distinctive feature of British antiinflationary policy 
in this period. 

These measures were further reinforced in the budget of March 1952, 
in which Bank Rate was raised to 4 per cent and hirepurchase lending 
was singled out by the government as being especially harmful to the 
domestic inflationary situation. The general request to the banks to 
ensure that lending accorded with government policy was reiterated. 
Longterm interest rates rose considerably as a result of the effects of this 
budget on top of the November measures, and a considerable easing of 
inflationary pressure was evident in the economy from the second quarter 
of 1952. The volume of personal consumption expenditure fell, un- 
employment showed signs of rising and bank advances to industry 
declined markedly over the following six months. The balance of pay- 
ments improved sharply and pressure on the reserves of gold and dollars 
eased.” 

As had been the case in Germany, the British policy measures were 
given a considerable amount of credit for dealing with the inflationary 
problems brought about by the Korean War. The Economic Survey for 
1953, for example, was congratulatory in tone and noted that “changes in 
the economy during 1952 were broadly in line with the main objectives of 
government policy’.* The extent to which this credit is deserved is open to 
debate, however. It is clear that the initial shock of the Korean boom was 
largely over by the installation of the new government at the end of 1951. 
The most significant factor in the return to surplus of the balance of 
payments was the reversal of the terms of trade and the fall in import 


MONETARY POLICY IN BRITAIN AND WEST GERMANY 151 


prices throughout 1952.” The positive role of monetary policy in con- 
straining demand in this period is more difficult to discern. It seems likely 
that the funding operation of November 1951 squeezed bank liquidity 
levels, but not to the extent that they were forced to reduce loans to any 
great extent. That bank advances grew only slowly throughout 1952 was 
due more to the reduction in import prices — and therefore requests for 
funding — than the squeeze on bank assets. The requests to the banks to 
restrain lending probably added to the recession from the middle of 1952, 
but the reduction in consumer expenditure had a greater impact there 
also.* The impression remains of a monetary policy made irrelevant by 
more important and dramatic shifts elsewhere in the economy. 


Conclusion 

This analysis of the impact of the Korean War on the British and West 
German economies, and the responses of the respective governments, 
says much about the institutional structures of the banking and monetary 
systems in both countries, and the relationship between those structures 
and the effectiveness of the anti-inflationary policies. The most obvious 
comparison is that in both countries a tighter policy was implemented 
only after the worst of the crisis was over. In their response to the crisis 
the BdL first attempted to restrict credit through an array of traditional 
measures. Only when these failed to achieve the desired results did they 
resort to tougher forms of credit restrictions: first through the banking 
guidelines and then through imposition of a reduction in bank lending 
with the threat of a withdrawal of central bank discounting facilities. It is 
probable, however, that these measures came too late to have any real 
impact on the level of inflation — although they did contribute to the 
stabilisation of the economy from the second quarter of 1951. 

In Britain, the policy options open to the monetary authorities were 
more limited due to the necessity of encouraging production in specific 
sectors. This meant that in addition to technical measures designed to 
squeeze the clearing banks’ assets — the forced funding operation, the 
‘interest rate rises and the institution of a target (not statutory) liquidity 
ratio of 30 per cent — the government sought to influence the direction of 
bank lending. Rather than assist in stabilisation, however, it seems that 
the measures adopted in Britain came as the economy started to adjust to 
the period of overstocking associated with the increased armaments 
expenditure, and may have accelerated the onset of a minor recession. In 
both countries, the major factor in the turn-around of the balance of 
payments in 1951-52 was the shift in the terms of trade. 

The inflationary problems, the policies adopted and the outcomes of 
those policies were, to a significant extent, similar in the two countries 
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here studied. The channels of policy communication and transmission 
were, however, notably different — as were the lessons learned in 
each country. In the German case, the BdL was able to formulate 
monetary policy independently and, ultimately, against the wishes of the 
government. Comparison with Britain in this period is instructive on this 
point. There, the Bank of England saw its role as protector of the banking 
system from the worst effects of government interference and restriction. 
Throughout the period of the Labour government it advocated the imple- 
mentation of an orthodox monetary policy and resisted the imposition of 
a ceiling on bank advances. The Bank of England was therefore able to 
exert a degree of de facto independence. The result of the disagreement 
and need for compromise between the Bank and the government was 
a serious weakening in the authorities’ ability to contain inflationary 
pressure during the period of high import prices in 1951. 

In Germany, also, considerable weakness in the policy channels 
became evident. These were caused in the first place by the dual nature of 
the central bank system and by the inability of the BdL to enforce 
compliance with its monetary strategy on the LZBs and secondly by the 
nature of the German banking system itself. The banking system in 
the Federal Republic in this period was highly competitive. Given 
the desolate state of the capital market, the banks constituted the 
major source of funding for industry and they therefore had a powerful 
incentive to circumvent restrictions on their operation. The lesson for the 
BdL was that strong central control of the monetary system — adequately 
buttressed by the powerful threat of the withdrawal of discounting facili- 
ties — was necessary if it was to have a meaningful role in restraining 
inflation.” 

In Britain, this lesson was not learned. The absence of a strong 
monetary authority able to impose its desired policy (regardless of 
whether that be an orthodox monetary squeeze or a ceiling on bank 
advances) clearly delayed the implementation of an effective anti-inflation 
policy. The path of the economy in 1951-52 owed little to the measures 
which were eventually introduced. The government, however, had a 
different perception of the events of 1952 and proclaimed that restrictions 
had been successful. It therefore failed to identify the debilitating weak- 
nesses in the relationship between the various institutions and saw 
no need to overhaul the monetary policy mechanism. This failure had 
important repercussions during subsequent inflationary episodes. In 
1955, for example, when inflationary pressure once more became very 
strong, the government turned to the combination of a tightening of 
monetary conditions and requests to the banks regarding their credit 
allocation decisions which they considered to have worked so well in 
1951-52. This time, however, the banks took evasive action by selling off 
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their investments — in many cases at a significant loss — in order to 
continue lending. With no change in the external conditions as there had 
been in 1952, the policy failed to check monetary growth and the Chan- 
cellor was forced to exert considerable direct pressure on the banks.” 

The lesson of the Korean inflation in Britain and West Germany is not 
that an independent central bank (whether that independence is de facto 
or de jure) is more able to combat inflationary pressure than one which is 
government-controlled. Rather, it is that a strong and clear-cut policy 
transmission mechanism will be much more effective than one which is 
subject to disagreement, debate and compromise. Dow and Saville have 
recently suggested that, over the long run, monetary policy is essentially 
of little use in the fight against inflation." In periods of stress, however, 
the ability to take decisive action and enforce (at least temporary) com- 
pliance from the banking system can be of crucial importance in averting 
a crisis.” The evidence in this paper suggests that where this mechanism is 
weak, the policy will have little chance of success. 
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The British Overseas Banks and 
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This essay examines the entry into medium- and long-term development 
finance in Africa by British overseas banks after the Second World War. 
There is a substantial literature on the origins of these banks, to which 
Professor Cottrell's contribution to this collection has added a further 
dimension.' Much less attention has been given to their subsequent 
evolution in the twentieth century and, indeed, it has tended to be 
assumed that they faded away along with the Empire.’ In fact, the British 
overseas banks retained large multinational branch networks. According 
to one recent estimate, British overseas banks had some 3,710 foreign 
branches in 1970 — far more than those owned by banks of any other 
country.’ 

In much of the literature a stereotyped view of the policies of the 
British overseas banks persists. In Africa, Asia and Latin America, 
they are seen as being largely concerned with foreign trade finance and 
exchange banking, with strong links to expatriate business and very 
limited links to the indigenous economy. The reality is more complex. It 
is clear that considerable product innovation occurred over the twentieth 
century as banks adjusted their strategies to changing political and 
economic realities in the host economies within which they operated. 
Kate Phylaktis has examined this process in Cyprus, where the largest 
British overseas bank in the 1930s, Barclays (DCO), became involved 
in lending to agricultural co-operatives.‘ However, the organisational 
structure of British overseas banks, and their limited organisational 
capability, appear to have handicapped the process of product innovation 
after 1945.° 

This study is a further contribution to the debate on the ability of the 
British banks to respond to changing economic and political realities. 
British overseas banks had first established branches in East, West and 
Central Africa in the 1890s. Their branch networks expanded in these 
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colonial territories in the inter-war period, but their business continued to 
be focused largely on the needs of the colonial governments and the 
expatriate settlers or trading companies. After 1945, circumstances 
changed. Self-government and independence did not come to British 
colonial Africa until the 1960s, but in the lead-up there was considerable 
pressure on the banks to become more closely involved with the local 
economies. The upshot was the creation by several of the banks of 
development corporations, or institutions specialising in the provision 
of medium- and long-term finance, which were quite similar in some 
respects to the Industrial and Commercial Finance Corporation (ICFC) 
created in Britain in 1945. This study examines the origins of these 
corporations, before turning to a brief evaluation of their success. 


II 


A number of British overseas banks had branches in British colonial 
Africa after the Second World War. Table 1 lists the banks, their total 
assets and deposits, and the number of their branches in East and West 
Africa, in 1951, together with comparative assets and deposits data on 
two UK domestic banks. 


TABLE 1 
BRITISH BANKS IN COLONIAL AFRICA IN 1951 


Institution Total Assets Total Branches im Branches in 
Deposits East Africa West Africa 


(£m) (£m) 
Barclays DCO 504.4 442.9 25 19 
Standard 325.6 268.2 25 2 
National Bank 
of India 147.3 133.0 20 2 
Bank of British 
West Africa 66.3 52.7 Š 34 
Lloyds Bank 1,367.2 1,169.6 2 5 


Midland Bank 1,468.0 1,392.0 _ 


The most important institution was Barclays (DCO). This multi- 
regional bank had been created in 1926, with a branch network spanning 
the West Indies; most of Africa, including Egypt and the Sudan; Pales- 
tine; and the Mediterranean. It was partly owned and wholly controlled 
by Barciays, one the largest domestic banks.* The other three banks 
were not directly controlled by domestic banks. They were, in the British 


DEVELOPMENT FINANCE IN AFRICA AFTER 1945 159 


tradition of banking, specialists in particular geographical areas — the 
Bank of British West Africa (BBWA) in West Africa, the Standard Bank 
of South Africa in East, Central and Southern Africa, and the National 
Bank of India in India and East (and later Central) Africa. 

- In 1945 the stereotyped picture of the British overseas banks in colonial 
Africa was largely true. Unlike the situation in Latin America and Asia, 
they were still the principal (in many cases the only) modern commercial 
banking institutions operating in Britain’s African colonies. Their role 
was the traditional one of British overseas banking: the finance of exter- 
nal trade, to facilitate which they collected local deposits and extended 
short-term credit against suitable security. In effect this meant that their 
lending was almost entirely focused on the needs of the expatriate trading 
companies, merchants and plantation owners, although they also acted as 
bankers to the colonial governments and as currency board agents. Their 
portfolio of local loans was relatively small, and considerations of li- 
quidity led to a policy of sending a high proportion of their funds to 
London for employment. There were no central banks in British colonial 
Africa, merely London-based currency boards, and consequently no 
available liquid earning assets and no securities or security markets. On 
the other hand, the currency board system made it simple for the banks to 
invest their surplus funds in the London money market.’ In addition, they 
were reluctant to engage in medium- or long-term lending, to extend 
credit to peasant agriculturalists, or to involve themselves in mortgage 
lending. One reason for this was the caution bred by traditional attitudes 
to the specialised nature of bank lending. Another was the absence in the. 
underdeveloped economies in which the banks operated of suitable 
security for this sort of lending: in general the only asset possessed by the 
indigenous population was land, a form of security disliked by British 
banks at the best of times because it was not easily marketable and even 
more disliked in British colonial Africa because of complex land tenure 
systems among the indigenous populations. 

In West Africa at least, the banks recognised the limitations of their 
traditional role and tried to enlist Colonial Office support for the forma- 
tion of financial intermediaries to undertake the kind of lending which 
they themselves could not justify. As early as 1905, the Bank of British 
West Africa (BBWA) suggested to the Colonial Secretary that an agricul- 
tural mortgage corporation should be established, and offered to help 
form and finance such a corporation in co-operation with the Colonial 
Office (which in effect meant the Colonial Office being prepared to issue 
appropriate guarantees). Although the Colonial Secretary promised to 
consult the governments concerned, nothing was done and the idea was 
dropped. In 1914, BBWA approached the Colonial Office again, and this 
time a memorandum on the bank’s scheme was sent to Nigeria, only to be 
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rejected by the Colonial Governor, Lord Lugard, land tenure difficulties 
being the major obstacle cited. By 1938, both BBWA and Barclays 
(DCO) were still professing their willingness to participate in the forma- 
tion of an agricultural banking intermediary if the overriding obstacle of 
adequate security could be overcome.* 

The Colonial Office was as wary of the notion of establishing an 
agricultural bank in West Africa in 1938 as before the First World War,’ 
despite the fact that by that time there were two government 
Land Banks operating elsewhere in British colonial Africa: the Land & 
Agricultural Banks of Southern Rhodesia and Kenya, established in 1924 
and 1931 respectively. The difference was that both the existing Land & 
Agricultural Banks were operating in settler economies, serving the 
ee n s eee nr 
lending. 

During the Second World War, as Britain’s dependence on its colonies 
for essential foodstuffs and raw materials grew along with the sterling 
balances of those colonies and their potential importance as a market for 
British capital goods, colonial investment became an important issue.” 
Major decisions were made by the Treasury, but the debate on how the 
issue should be tackled was largely centred in the Colonial Office. In 1942 
a Colonial Research Committee was formed to look into the problem, 
and a year later the Colonial Economic Advisory Committee (CEAC) 
was set up to advise the Secretary of State on matters of general economic 
policy, especially with regard to programmes of economic development. 
Its membership was broadly based (including academics, administrators, 
businessmen, representatives of the trades unions and the Fabian Society, 
and two directors of British overseas banks — Sir William Goodenough, 
vice-chairman of Barclays (DCO) and Sir John Hay of Mercantile), reflect- 
ing government’s wish to involve fully the private sector." In his opening 
address to the Committee, the Colonial Secretary referred to ‘the neces- 
sity of some kind of partnership between Government and private enter- 
prise in colonial development’.” 

While the Colonial Office was anxious to consult the private sector, 
and especially to tap the knowledge of the banks operating in the colonies 
about current investment levels and potential, officials were suspicious of 
private enterprise. In the case of the banks, there was growing criticism 
within the Colonial Office over the way that deposits gathered in the 
British colonies were being exported to the London money markets 
rather than re-invested in the colonies.” Ironically, the information on’ 
which a number of these criticisms were based was supplied to Colonial 
Office officials by the banks themselves in 1944.1 Statistics provided by 
Barclays (DCO), for example, showed that in March 1939 the overall rate 
of its advances to deposits overseas was roughly 30 per cent. However,’ 
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this covered wide variations in individual territories, from 129 per cent in 
Uganda, 64 per cent in Kenya and 88 per cent in Northern Rhodesia, to 14 
per cent in Nigeria and five per cent in the Gold Coast. By the end of 
1943, these percentages had plummeted, ranging from 14 per cent in 
Uganda for the three British banks there to three per cent in Gold Coast 
(two banks), Nigeria (two British banks and a local one) and Northern 
Rhodesia (two banks).” In contrast, the level of the banks’ liquid 
resources in London had risen. While there was general acceptance of the 
fact that the wartime figures were distorted in so far as there was very 
much more money about and fewer outlets for it than before the war,* 
they highlighted an unsatisfactory situation. The problem for the banks 
(especially during the war) was that as banks of deposit in territories 
where they were often the only financial institutions they found them- 
selves on the one hand receiving funds which were not usually deposited 
with commercial banks, and on the other having few suitable outlets for 
these funds if the rules of British banking orthodoxy were to be observed, 
and the safety of depositors’ funds regarded.” 

The problem generated both a public and a private sector response. 
The Colonial Office’s deliberations resulted in the eventual formation of 
the Colonial (from 1963, Commonwealth) Development Corporation 
(CDC), established as an instrument for pump-priming to attract private 
investment to the colonies. Its purpose was described as being to investi- 
gate, formulate and carry out projects for developing the resources of 
colonial territories, with a view to expansion of production of foodstuffs 
and raw materials, or for other agricultural, industrial or trade develop- 
ment. Fundamental to this was that it should operate as a commercial 
organisation and engage in remunerative enterprises.” 

Incorporated in January 1948 under the chairmanship of Lord 
Trefgarne, CDC's capital resources consisted of Exchequer loans 
amounting to £110 million, £100 million of which were long-term and 
£10 million short-term. This debenture capital, on which interest was 
payable, was to be a cause of irritation to CDC’s second chairman, Lord 
Reith, who complained that while the Corporation was constituted to 
operate commercially, its ‘financial circumstances and conditions are at 
variance with commercial practice and purpose’.” 

Meanwhile, Barclays (DCO) had already taken steps of its own to 
generate ideas. In September 1942 an internal essay competition open to 
all members of staff was launched on the subject of “The Bank in Relation 
to Post-War Colonial Development’, with monetary prizes being offered 
for the best contributions. The issue of medium- and long-term lending 
and the need to identify local investment opportunities were topics 
addressed by a number of competitors, aware of the need for the bank to 
increase its stake in the overseas territories in which it was represented.” 
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The essay competition stimulated thought and discussion on topics out- 
side the usual domain of a commercial deposit bank, and DCO’s sponsor- 
ship of it argued a readiness to consider fresh approaches to the problems 
of development finance. 

Thus it was that early in 1944 DCO took the old notion of sponsoring an 
agricultural credit institution for the colonies a step further. It put forward 
to the Colonial Office a specific plan for the setting up of a centralised 
institution responsible for capital investment in agriculture, indicating 
that it would be willing to subscribe to such an institution. In October of 
the same year, Julian Crossley of DCO reminded Colonial Office officials 
that these proposals had been mooted, and said that he saw no reason 
why the scope of the institution should be limited to assisting agriculture — 
it might equally well cover the development of local industry.” However, 
although the DCO plan was welcomed, it became clear that the idea of 
such a centralised investment institution was still no more than a topic for 
discussion within the Colonial Office, and might well remain so for some 
time to come. DCO therefore decided to go ahead on its own with the 
formation of a wholly-owned subsidiary to undertake medium- and long- 
term lending in the colonies, though on the understanding that there 
would be ‘no over-lapping of function’ with any official agency which 
might be established.” By November 1944 a draft constitution for a 
development bank with an authorised capital of £5 million was in place, 
and consultations with the Colonial Office, the Bank of England, the 
Treasury and the Board of Trade began. 

Colonial Office officials were enthusiastic over DCO’s plans, but 
objections were raised by the Bank of England, Treasury and Board of 
Trade. The Bank of England and Treasury preferred to see all the British 
overseas banks co-operating in such a development institution. They 
favoured a scheme whereby separate development banks would be 
established for each colonial territory, with all the British commercial 
banks operating in a territory combining to form that territory’s insti- 
tution.” There were several underlying reasons for this opposition to the 
Barclays’ proposal. The Bank of England had been against the involve- 
ment of British clearing banks in overseas banking in the first place, on 
grounds of risk. There was still support for this official policy; and yet 
further involvement, especially in risky lending, was not looked upon 
with favour.“ Moreover, the Bank of England from at least the early 
twentieth century had had a general preference for collusive agreements 
in all dimensions of British banking. It disliked the very idea of competi- 
tion, and distrusted the instability that product innovation could bring.” 
As always, Treasury officials were worried about the impact on sterling of 
the proposal, afraid that any funds spent by the development corporation 
might be disruptive to the macro-economic policies being pursued.* 
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Despite these objections, Barclays (DCO) remained undeterred. 
During 1945, it patiently — and ultimately successfully — argued its case. 
Within a few months the Bank of England had withdrawn its objections. 
By the end of the year Treasury endorsement was indicated when ap- 
proval was obtained from the Capital Issues Committee (appointed at the 
beginning of the war, when capital issues were prohibited except with 
Treasury consent, to advise the Treasury on the exercise of its power) for 
£1 million of the £5 million authorised capital of the new subsidiary to be 
issued at a 50 per cent premium. However, DCO also had to make 
compromises, agreeing, for example, to give an undertaking to the 
Colonial Office: 


to the effect that the Corporation will pay special regard to ques- 
tions of government policy and will work in the closest touch with 
the Colonial Office and the Colonial Governments and will co- 
operate closely with the officials chiefly concerned, both in London 
and overseas.” 


The Barclays Overseas Development Corporation (BODC) was incor- 
porated on 10 January 1946, as a wholly-owned subsidiary of Barclays 
(DCO). The Corporation had its own Board of Directors under the 
chairmanship of Geoffrey Cockayne Gibbs, who was also a vice-chairman 
of DCO. Julian Crossley, deputy-chairman of DCO and one of the 
principal architects of BODC, became deputy-chairman, and initially 
there were three other directors. It had been hoped to appoint a London 
School of Economics professor, Arnold Plant, to the Board. He had good 
connections with the newly elected Labour government and was, in the 
words of Julian Crossley, ‘one of the few who has survived the London 
School of Economics background with an unwarped mind and outlook’, 
but Plant’s appointment was vetoed by the University. A London 
Manager was appointed to the Corporation, and all propositions had to 
be submitted to London for approval. However, the London admini- 
stration was otherwise kept to a basic minimum, and, overseas, BODC 
operated through DCO’s existing branches which acted as its agents. 

DCO’s initiative in setting up a wholly-owned development corpora- 
tion was soon emulated by two of the other British overseas banks 
operating in Africa — Standard Bank of South Africa and National Bank 
of India. The Standard Bank Finance & Development Corporation 
(SBFDC) came into existence in March 1947 and the National Bank of 
India Finance & Development Corporation (NBFDC) was registered in 
November 1948.” These latter institutions were, however, conceived ona 
smaller scale than the BODC in terms of the area they covered and their 
capitalisation. Both started with an authorised capital of £500,000 (fully 
issued in the case of Standard’s Corporation, and £250,000 issued in the 
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case of National Bank of India’s Corporation), and, unlike BODC whose 
sphere of operation from the start covered all the territories in which 
Barclays (DCO) was represented, they largely confined their operations 
to East Africa where their parent banks were ae oe 
Barclays (DCO). 

The National Bank and Standard followed Barclays DCO more out of 
fear of competition than any genuine conversion to the cause of ‘develop- 
ing banking’. National Bank’s chairman later recalled that NBFDC ‘had 
been established in order to provide long-term finance as a means of 
protecting the banking business against the competition of Development 
Corporations established by Barclays DCO and the Standard Bank’.” 

Standard’s Corporation also got off to an unenthusiastic start, only 
being registered to do business in East Africa at first. It operated there as 
part of Standard Bank, without any separate management or staff but 
with a local advisory board of directors. Standard tried to persuade 
Barclays to form a ‘rates agreement’ for the development corporations — 
on the lines of the extensive collusive agreements in operation in the 
commercial banking domain in East Africa — but had a frosty reception 
from the larger bank.” In 1961, SBFDC was registered in Rhodesia, and 
thereafter its sphere of operations was widened to include all the African 
territories in which Standard Bank, and then BBWA (from 1965 part 
of the Standard Group), were represented.“ The Corporation was 
reorganised in April 1966, and strengthened administratively ‘to make it 
a more effective instrument for channelling medium and long term funds 
to development projects in Africa’. It became a separate entity within the 
Standard Group, based in London and, under the control of a newly- 
appointed managing director, responsible to a reconstituted SBFDC 
Board.” 

Interestingly, while inter-bank competition in East Africa led to 
Standard and the National Bank of India following DCO’s example, this 
did not happen in West Africa where DCO was in competition with 
the Bank of British West Africa. Instead of setting up a finance and 
development subsidiary, BBWA chose to enter the field of medium- and 
long-term lending directly. In January 1947, in view of the Nigerian 
government’s tentative request that BBWA should contemplate a long- 
term development loan in the region of £3 million, the bank’s board held 
a special meeting to consider the whole question of long-term lending and 
discuss the issue with the representatives of BBW A’s shareholder banks, 
‘as the granting of long term facilities of such large figures represented a 
new departure in the Bank’s policy’. They decided that a representative 
should be sent out to Nigeria to indicate the bank’s favourable response 
to the prospect of granting the development loan, and also to discuss with 
government the bank’s decision to involve itself in ‘the new departure of 
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long term Commercial or suchlike Loans similar to what is being done by 
Barclays Overseas Development Corporation'.M 

Given the customary antipathy of commercial banks towards involving 
themselves in long-term lending, especially in developing economies, it 
seems surprising that BBWA should choose to involve itself in direct 
lending of this kind instead of setting up a subsidiary like that of Barclays 
(DCO). The reason for this decision remains unclear. However, the 
establishment of a statutory development board in Nigeria in 1946 
(replaced by regional boards in 1949 after rather disappointing results) 
and of a local Co-operative Bank in the Gold Coast in 1944 must have 
influenced BBWA’s thinking.” It seems likely that BBWA’s pre-war 
willingness to help finance intermediary financial institutions was simply 
put into operation post-war when these intermediaries began to appear. 
In October 1946, for example, BBWA provided facilities for the newly- 
formed Gold Coast Co-operative Bank, to assist it to finance the seasonal 
cocoa crop.* Also, BBWA’s traditional role as government banker in 
Nigeria and Ghana meant that the colonial governments and native 
administrations in West Africa naturally turned to it directly for develop- 
mental loans.” The question of establishing a special subsidiary to under- 
take these kinds of lending just did not arise. 

Obviously, as in East Africa, the establishment of BODC provided an 
immediate stimulus for BBWA’s ‘new departure’ into medium- and long- 
term lending, and indeed the competition provided by BODC continued 
to spur BBWA on: for example, in March 1948 when approving a loan of 
£66,000 for a 15-year period to the Accra Town Council for the purchase 
of new motor buses, BBWA’s directors were animated by the fact that 
BODC had already provided the Town Council with a £40,000 loan for 
the same purpose and that if BBWA did not advance the £66,000 now 
required ‘the Council would automatically place the business with 
Barclays Overseas Development Corporation’.* 

When the officially-sponsored CDC came into being in 1948, BODC 
and SBFDC were already in existence and NBFDC was soon to be 
established, and at first there was some anxiety that the bank corporations 
and the government-funded corporation would be competitive. The 
Treasury’s attitude towards a loan BODC had referred to it for sanction 
reflected this anxiety. Sanction was refused for this loan, arranged with 
the colonial government of Tanganyika for the erection of a canning 
factory, on the grounds that the project was more suited to the newly 
established CDC. The Colonial Office had to step in: it was pointed out to 
the Treasury that not only had ‘the whole business ... been worked out 
with the Government of Tanganyika and Barclays before the C.D.C. 
existed’, but that ‘what the Treasury were trying to do in relation to 
Barclays seemed to be contrary to assurances which had been given to 
Parliament about the C.D.C. in relation to private enterprise’.” 
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In fact, there was never any intention that the bank development 
corporations and CDC should compete. Their roles were as different as 
the resources at their command. The bank corporations were, in essence, 
simply finance corporations, designed to experiment with the sort of 
lending that British commercial banking orthodoxy found difficult to 
contemplate. CDC was conceived on a much larger and broader scale, to 
foster and exploit colonial resources. In particular, it was expected 
to undertake projects itself where necessary; to initiate and act as prin- 
cipal,” a role never envisaged for the bank development corporations. 
Julian Crossley, by this time chairman of Barclays (DCO), was quite clear 
that the work of the government and bank corporations would be ‘com- 
plementary rather than competitive’. ‘We’, he said, ‘look forward con- 
fidently to much fruitful co-operation with the new Corporation’.“ 

TThe Standard and National Bank Finance & Development Corpora- 
tions did not seem to evoke the same concern as BODC. Not only 
were they smaller and more limited in their scope, but, perhaps more 
importantly, they did not have the same intimate relationship with the 
Colonial Office. Colonial Office officials remained for some years very 
aware of this special relationship, which had grown out of the fact that 
BODC was the first in the field. When BODC was set up, ‘considerable 
emphasis was laid by the Secretary of State on the desirability of constant 
consultation between the Corporation and the Colonial Office’. More- 
over, sanction for the issue of BODC’s initial capital was obtained from 
the Capital Issues Committee on the understanding that the Treasury 
expected the Colonial Office ‘to keep a fair tab on what the Corporation 
are doing’.* Barclays (DCO) was equally conscious of the close connec- 
tion. Announcing the formation of BODC, DCO’s Chairman told his 
share-holders that the Corporation would ‘welcome any suitable oppor- 
tunities which may arise to co-operate with the appropriate Government 
Departments in the furtherance of development schemes which the 
Authorities may desire to encourage’. 


HI 


The three bank development corporations in Africa got off to relatively 
slow starts. To a certain extent this was because of the general economic 
difficulties in the immediate post-war years, when materials were scarce, 

transport difficult, and all loans of more than £50,000 had to be submitted 
to the Capital Issues Committee for approval. In addition, the field the 
development corporations were entering was a new one, and much pre- 
paration and organisation was necessary. Staffed by British bankers, they 
were also very cautious. BODC’s guiding principle (and that of the other 
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development corporations) came to be that any funds provided should be 
used for what it called ‘genuine development purposes’, and ‘not merely 
to finance the transfer of ownership or to repay existing creditors, unless 
such operations reflect a subordinate measure of reconstruction in a 
scheme for further development’. Moreover, the Corporation did not 
expect, or consider it a sound policy, that it would bear the whole, or a 
disproportionately large share, of any medium- or long-term capital risk: 
applicants were generally expected to be in a position to contribute 
their share of their capital requirements, or to have enlisted reasonable 
financial support before approaching BODC.* 

At the end of its first nine months, BODC had approved loans 
amounting to no more than £500,000, and none of these had yet been 
drawn upon.“ From 1948, BODC’s progress was much more rapid. By 
September of that year, its loans and investments amounted to £1.1 
million, covering 58 projects in 17 territories in Africa and elsewhere, 
and its capital and reserves had risen to £3 million.“ Moreover, the 
Corporation was beginning to stand on its own feet. It had made a small 
net profit (£12,992), over and above the loss carried forward from the 
previous year, and it was not being subsidised by DCO except in so far as 
it was not paying an agency fee for the use of DCO’s branches.” 

At this stage, the sort of projects BODC favoured in Africa appeared 
to be mainly agricultural or small-scale industrial. In the three months 
November 1948 to February 1949, new business undertaken ranged from 
an experiment to promote small businesses in the Gold Coast in partner- 
ship with the Gold Coast government (WA £12,000), to agricultural loans 
to individual (expatriate) farmers in Kenya (two at £12,000 each), an 
agricultural loan to a Tanganyikan sisal estate (£25,000), an agricultural 
loan (£25,000) to a Southern Rhodesian farming enterprise, and a loan to 
the English Press Ltd. in Kenya to acquire new premises for its printing 
works (£20,000).* 

Table 2 gives a profile of BODC’s lending in 1951 and 1958, breaking 
down the total number of loans by region, category of development, 
amount of loan, and period of loan. Unfortunately it is not possible to 
separate out the projects in Africa and other areas, except by region, but 
the general pattern is clear. The number of projects in each of the four 
classification categories was 212 for 1951 and 398 for 1958, and the 
amounts committed totalled £5,252,139 and £11,049,730 respectively. 

The modest scale of its lending — and judicious selection of projects — 
enabled BODC to make commercial profits, and in 1952 the Corporation 
paid its first dividend, of three per cent. A year later, the dividend was 
increased to four per cent, and BODC was able to maintain payments at 
this level for the remainder of the 1950s despite making transfers to 
reserves from profits and increasing its capital. By 1956, BODC had a 
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TABLE 2 
PROFILE OF BODC LENDING IN SEPTEMBER 1951 AND 1958 





1951 1958 
a 
Classification No. Amount %o No. Amount % 

£000 
_ CLL L Ñy 
By Regton 
East Africa 70 1,332 25.4 124 3,337 30.2 
West Africa 13 588 11.2 23 1,046 9.5 
Rhodesia/Nyasaland 15 732 14.2 60 2,378 21.5 
West Indies 83 1,754 33.4 . 100 2,366 21.4 
Other 31 846 15.8 91 1,923 17.4 
By Development 
49 1339 25.3 52 2,042 18.5 
i 31 1,345 25.6 56 2,309 20.9 
Building Development 61 1,278 24.3 147 2,521 22.8 
i 31 479 9.1 102 3,570 32.3 
Other 40 821 15.6 41 608 5.5 
By Amount 
£5,000 and Under 48 155 2.9 103 283 2.5 
£5 ,000-£25 ,000 111 1,445 21.5 187 2,429 22.0 
£25 ,000—£50 ,000 28 1,038 19.8 59 2,197 19.9 
£50 ,000—£100,000 19 1,412 26.9 30 2,073 36.8 
Penod 
5 Years and Under 50 999 19.0 181 2,641 23.9 
6 to 10 Years 104 2,033 38.7 183 5,485 49.6 
10 to 15 Years 39 1,407 26.8 19 936 8.5 
Over 15 Years 12 453 8.6 13 1,029 9.3 
Undated 7 360 6.9 12 958 8.7 





Source: Barclays Bank Archivcs, and BODC Reports and Accounts. 


paid-up capital of £6 million, and had ]ent and invested almost £14 million 
in the British territories in which it operated, of which £6.4 million 
had been repaid. Expansion continued. By 1958, BODC had lent and 
invested over £18 million and, as Table 2 illustrates, BODC’s current 
commitments in that year amounted to more than £11 million. Asin 1951, 
most of this financial assistance had been given to relatively small com- 
panies and firms which found it difficult to get accommodation from 
anywhere else, and by far the largest number of advances were below: 
£50,000 and repayable within 10 years. However, while most loans in 
1951, as well as most of the total amount lent, were going to projects in 
the areas of agriculture and forestry and of industry, by 1958 most loans 
were for building developments and the largest proportion of the money 
lent was for commercial projects. By 1958, too, lending to East Africa 
far outstripped that in any other region in or out of Africa, while the 
proportion of money lent to the Rhodesias and Nyasaland had also 
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risen substantially. On the other hand, the proportion of total lending 
committed in West Africa had fallen.” 

During the 1960s, BODC suffered a slow-down in the rate of repay- 
ment of its loans, and consequently of its profit growth. Unsettled con- 
ditions and political changes in Africa contributed largely to this, and 
by 1967 the Corporation was having to announce that it was making 
provision for loss on loans to Nigeria, Tanzania, and so on. Moreover, as 
a UK resident company it was not permitted to re-lend or remit funds 
which were accumulating in rebel Rhodesia.” Nevertheless, by the end of 
the decade the Corporation had provided a total of over £40 million of 
development finance since its inception in 1946 (a major proportion of 
which was in Africa as the figures quoted above indicate). The kind of 
projects undertaken was beginning to change by the end of the 1960s. A 
significant amount of BODC’s funds was by then in hotels and tourism, 
and there was a move away from fixed interest to equity investments. 
Smaller development projects were being financed locally, many of them 
by ‘mortgage lending institutions set up by our Parent Bank’, and most 
new business consisted of providing finance for larger development pro- 
jects, often in association with other development institutions.” 

The development corporations of Standard and the National Bank 
remained modest affairs. By 1959, SBFDC’s curtent loan and investment 
commitments had reached £1,883,852. The level of these commitments 
increased a little during the 1960s, and by the end of the decade, by which 
time the Corporation had expanded from its oriġinal East African locus, 
total loans current amounted to over £3 million.” Projects in which 
SBFDC was involved ranged from participation in a livestock scheme in 
Uganda in conjunction with the World Bank and other commercial 
banks, to setting up a project in Ghana in conjtunction with the Ghanaian 
government to encourage commercial farming among Ghanaians, and 
loans totalling some £500,000 to the industrial sector in Tanzania cover- 
ing such undertakings as the purchase of machinery, the erection 
of shops, offices and workshops, and the constniction of an hotel. In 
addition, the Corporation was providing financial assistance for a number 
of official development projects in Tanzania, including the Kilombero 
Sugar Scheme, the Hale Hydro-Electric Scheme and the Makonde Water 
Project. By 1967, it had also invested in two of the largest textile mills in 
Uganda, one of which was owned by the government-sponsored Uganda 
Development Corporation and the other by Asian business interests, and 
(in conjunction with CDC and others) in the first locally-owned cotton 
mill in Kenya.” 

The National Bank of India’s development corporation was at first 
smaller than both its rivals. Essentially the parent bank (National and 
Grindlays from 1958) had no intention of expanding its business beyond 
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the minimum. As its chairman commented in 1966, the Corporation’s 
lending had been restricted ‘to projects which were a means of defending 
existing business’.* Only in the mid-1960s was this policy reversed. In 
1967, NBFDC’s capital, which had risen by then to £1 million, was 
increased to £2 million, which made it double the size of SBFDC, and a 
more assertive strategy was adopted.” 

_ In West Africa, where BODC’s lending level continued to be substan- 
tially lower than in East or Central Africa, the Bank of British West 
Africa’s direct involvement in medium- and long-term lending increased 
substantially between the end of the 1940s and 1965 when the bank was 
acquired by Standard. BBWA’s historian observes that ‘seen from the 
centre, the most significant change of policy was a massive shift of the 
Bank’s resources from the London money market to West Africa’ during 
this period, and ascribes this development partly to the decline in the 
value of British government securities post-war, leading to investment 
losses which counterbalanced the ‘obvious risks of investing more heavily 
and for longer periods in West Africa’.* He quotes some typical invest- 
ments which illustrated this trend: BBWA’s investment in Gold Coast 
government Treasury Bills from 1954, to a limit from 1957 of up to £2 
million; a £10,000 investment in ordinary shares in a company formed to 
build and operate an hotel in Lagos; participation to the extent of £1 
million for a ten-year period in a local Nigerian railway loan issue in 1958; 
the subscription of £50,000 to the capital of the re-launched Nigeria 
Development Corporation in 1959, and participation in the series of 
development loans launched in Nigeria in subsequent years; and part- 
cipation to the extent of £500,000 in the £5 millions of new finance 
supplied by a London syndicate of banks when the government of Ghana 
took over the mines in 1961.” 

BBWA’s long-term lending seemed largely to be concentrated on 
government developmental and infrastructural projects such as roads, 
railways, development corporations, and so on; the financing of local 
municipal projects such the purchase and operation of buses; and the 
provision of finance for such large private sector infrastructural projects 
as the construction of bulk oil storage plants and distribution centres in 
Nigeria, and the construction of the Volta Dam in Ghana.* 

This article cannot offer a comprehensive critique of the performance 
of the development corporations or of BBWA’s alternative direct lending 
strategies, but a number of points can be made. To start with, in terms of 
colonial development needs, what the banks provided was on a relatively 
small scale. Also, the pattern of BODC’s regional lending in Africa, 
together with the terms and conditions imposed, made it quite evident 
that lending to Africans was on a relatively minor scale: both the number 
of projects undertaken in West Africa and their value was less than in 
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either East or Central Africa where the banks were able to direct their 
lending, to a much greater extent, to the non-indigenous sector of the 
economy. On the whole, lending to Africans tended to be undertaken 
through the provision of finance by the parent banks to government 
development institutions, to government-sponsored development pro- 
Jects, or to co-operatives, although there were obviously some excep- 
tions.” 

Moreover, some of the projects promoted by the development cor- 
porations were of dubious developmental value. An illustration of such a 
project was BODC’s loan to the Accra Club in early 1949, which, as a 
Colonial Office official observed, ‘only doubtfully comes within the cate- 
gory of priorities for Colonial development’. On the other hand, he 
admitted, ‘the fact that the Corporation are financing the rebuilding of 
the Club House ... relieves the Government of a certain amount of 
embarrassment, in that, while I think they admit the need for a Club 
House, they are unable to assist in financing it so long as it maintains 
discriminatory rules regarding entry’. In 1955, the same official observed 
that it should be remembered that BODC and the other bank corpora- 
tions were, after all, to all intents and purposes merely profit-making 
banking enterprises. BODC, he said, ‘quite happily lends for the con- 
struction of cinemas no doubt on the grounds that they contribute to 
raising the standard of life’. 

On the other hand, their performance, if modest, takes on a better light 
if viewed in contrast with that of the state-run CDC. D.J. Morgan’s 
official history of colonial development makes it clear that CDC’s early 
years were little short of a disaster. A succession of varied projects, the 
majority of which were directly operated and managed by CDC, were 
launched too rapidly in a number of territories, without sufficient pre- 
liminary investigation (no feasibility studies or market surveys were 
undertaken, for example) or pilot schemes. Often management was 
inefficient. As a result, no fewer than 15 schemes had been abandoned by 
1953, with the consequent write-off of capital, nine of which were in 
Africa (where the projects ranged from fisheries in West Africa and 
Nyasaland to a camel and sheep abattoir in British Somaliland). More- 
over, much of CDC’s remaining committed capital was tied up in schemes 
which were not expected to make a profit, and which had been under- 
taken because of pressure exerted by colonial governments.® 

There were three basic reasons for this poor early performance, all of 
which were largely avoided by bank development corporations. Firstly, 
CDC had inordinately high overheads. In part, this was due to the size of 
its establishment; its UK staff in 1952 totalled 248, and its overseas staff 
114, and total administrative costs were £457,642. This was a reflection of 
the complex functional rather than geographical organisational system 
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set up under Lord Trefgarne.© The bank development corporations, 
in contrast, had relatively low overheads. They were able to operate 
through the branch systems of their parent banks, and thus to minimize 
the size of their own establishments. In 1952, for example, BODC only 
had a staff of nine in London, and four of its own representatives over- 
seas, The other two bank development corporations were even smaller. 

Secondly, CDC had a problem in defining its role. Given the fact that it 
functioned as an initiator and principal, it was not quite clear, as the 
Colonial Secretary minuted in November 1951, whether the Corporation 
was ‘designated to be an investment, finance, or operating company’. In 
his opinion, it was desirable for CDC ‘to emerge more as a finance, or 
investment, house with wide powers to help the local management rather 
than an operating company in the first instance’.“ On the other hand, 
sometimes development opportunities occurred in circumstances where 
investment and operation or direction by CDC was the only way to get a 
project off the ground (a good example in Africa was the Swaziland 
Irrigation Scheme). The bank development corporations did not face 
this ambiguity of role and function; they were simply financial enablers, 
and on a smaller scale and with more limited resources than CDC. 

Thirdly, the CDC, particularly in its early years, made poor choices of 
projects. Its brief was so broad, and the pressures to forge ahead as fast 
as possible to develop colonial resources so intense, that there was a 
tendency to go ‘in the direction of development almost for the sake of 
development’.* As a result, essential preliminary investigations were not 
carried out and ‘many of the canons which govern commercial enterprises - 
were ignored’.” The bank development corporations, for their part, were 
able to filter and sift through projects brought to them by potential 
borrowers, many of whom were already customers of, or at least known 
to, their parent banks, and choose those projects whose viability had 
been established. Mistakes were still made, especially in the early years, 
but not such expensive ones. 


IV 


The greater commitment of the British overseas banks to development 
financing in Africa post-1945 demonstrated, as did Barclays (DCO)’s 
involvement in financing agricultural co-operatives in Cyprus in the 
1930s, that they had sufficient flexibility to respond to changing host 
country conditions. The development corporations were one attempt to 
respond to the credit requirements of developing economies. BBWA’s 
direct medium- and long-term lending, often to financial institutions ' 
established by local governments, was another variation. There was. 
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clearly a limit to their flexibility, however. Barclays (DCO) was basically 
the only bank seriously interested in the development corporation initia- 
tive. As the largest British overseas bank, with firm links with a major 
UK domestic bank, it had the resources and ability to act more entre- 
preneurially. Standard and National Bank were relatively unenthusiastic 
followers, at least until the 19608, more concerned to prevent loss of 
market share than anything else. Moreover, the fact that the 
ment corporations were commercial organisations which had to make a 
profit limited the kind of projects they were able to fund, although at 
least they avoided some of the mistakes of the public sector CDC. 

The developmental impact of the bank development corporations is 
hard to assess. Certainly their contribution to solving Africa’s develop- 
merit problems was minimal. However, they represented an advance 
over the previous short-term credit policies of the British overseas banks, 
and filled a gap in the financial structure of the British colonies in Africa 
at a time when there was a considerable and unsatisfied demand for small 
and medium-term finance in the private sector as well as for larger longer- 
term development finance. In recognising the ‘propriety’, in the words 
of African monetary and banking analysts Newlyn and Rowan, of allo- 
cating a certain proportion of their funds to the financing of longer term 
projects, the British overseas banks were performing a very necessary 
service, and their development subsidiaries were ‘notable attempts to 
utilize the excess short-term funds of the banking systems to satisfy 
the excess medium-term demands which are characteristic of young 
economies’.® 

The specialist development corporations are perhaps best seen as a 
transitory phenomenon. As the gap in the financial structure of the 
colonial and post-colonial economies was increasingly filled by a range of 
financial intermediaries, local and international, they changed the focus 
of their lending to meet the residual needs, until eventually, in the 
1970s and 1980s, they were either subsumed into merchant banking 
subsidiaries, or themselves functioned as merchant banks. They had 
largely served their purpose. Conceived from the start as a quasi-political 
answer to the contemporary criticism that the overseas banks should be 
doing more to aid development and invest in their host economies, and 
never having been seen as a major source of profit, their parent banks 
were not averse to the development corporations’ evolution into the more 
specialist institutions their increasingly sophisticated host economies 
required. Moreover, from the point of view of these host economies, they 
had become, in their original guise, redundant. On the one hand, local 
governments had assumed the major role in development financing. On 
the other, the onset of political independence and the establishment of 
central banks led rapidly to the localisation of the British overseas banks, 
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and their adaptation to the imperatives of a locally-regulated financial 
environment. 
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The House of Morgan Redivivus?: The 
Abortive Morgan International 1972-73 


KATHLEEN BURK 
University College, London 


In 1984 the Office of Fair Trading forced the International Stock 
Exchange in London to end certain restrictive practices. One result was a 
renewed interest by foreign institutions in the possibilities of London, 
and a number bought equity in, or the whole of, British-owned financial 
institutions. Notable by their absence in this market were the American 
Morgan banks, J. P. Morgan & Co. and Morgan Stanley. It is impossible 
to know for certain why the Americans remained aloof, but strong cor- 
porate pride and confidence in their ability to continue playing a major 
role in London without native help must have influenced any internal 
discussion. For Morgan Grenfell, the situation was slightly more compli- 
cated. They knew that they did not relish foreign ownership nor even 
foreign influence, and they knew this because most of the main decision- 
makers still in the bank in the mid-1980s had been forced to decide on just 
this issue in the early 1970s. Cultural differences had proved too great, 
and sheer British — and even European — nationalism too strong to allow 
an Anglo-American merger. Only the need to fight off Japanese and 
French predators in 1988 forced them into a German one, with the 
Deutsche Bank. 

During the first decades of the twentieth century the House of Morgan 
was, by common consent, the most powerful international banking house 
in the world. Possessing both capital and expertise, and with allied banks 
in New York City, London and Paris, it was pre-eminently the bank to 
which governments, great corporations and utilities turned when they 
needed to raise funds. The American Banking Act of 1933, however, 
required the separation of investment and commercial banking; the con- 
sequences were, first, the separation of Morgan Grenfell from J.P. 
Morgan & Co., and second, the carving out of Morgan Stanley from the 
latter. By 1936, therefore, the House of Morgan was no longer a single 
entity, and the three banks began to go their separate ways. 

They concentrated on their domestic markets until the 1960s, when the 
return of currency convertibility in Europe, the activities of multinational 
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corporations and the development of the Eurodollar market again stimu- 
lated the growth of international banking. They increasingly looked 
beyond their home markets and thereby re-discovered the attractions of 
co-operation. There were several joint ventures, and this led them by the 
early 1970s to consider whether the banks might not best serve their 
clients, as they put it, by uniting once again for international business. 
The upshot was an attempt to build on the existence of the ‘Morgan 
family’ and establish a Morgan International to exploit the possibilities. 
But conflicts of interest — and the refusal of Morgan Grenfell and 
the Bank of England to countenance the loss of the London bank’s 
independence — doomed the attempt, and the eventual result was that the 
banks formally and finally separated. 


I 


The House of Morgan had its beginnings in 1838 when the American dry 
goods merchant, George Peabody, bought a supply of steel pens and 
foolscap paper, and a cashbox, and opened a counting-house at 31 Moor- 
gate in the City of London. In 1854 he took as his partner another 
American, J.S. Morgan; by 1864, when Peabody retired from the bank, it 
was the leading American house in London. The bank now became J.S. 
Morgan & Co., and made its reputation as a banker to governments — and 
a great deal of money — by raising a loan for the besieged French govern- 
ment in 1870. By the time the bank became Morgan Grenfell in 1910, 
when the Englishman E. C. Grenfell became the senior resident partner, 
it was one of the five or six leading merchant banks in London. 

During the last decades of the century, the London bank established 
close relationships with banks in New York and Paris. The son of J.S. 
Morgan, J. Pierpont Morgan, was asked by the senior partner of Drexel 
& Co. of Philadelphia and New York to join their firm as a senior partner. 
Thus was established in 1870 Drexel, Morgan & Co. of New York City, 
which in 1890, with the retirement of the senior Drexel, became J.P. 
Morgan & Co. At the same time Pierpont Morgan became a partner in 
Drexel, Harjes & Co. in Paris; this became Morgan, Harjes & Co. in 1890 
as well.’ 

Over the subsequent 50 years, the House of Morgan came to dominate 
international merchant and investment banking. J. P. Morgan & Co. held 
by far the predominant position in the US, and could almost at will call on 
the resources of American finance; Morgan Grenfell was one of the most 
important merchant banks in London, and had some claim to being 
considered the predominant international issuing house there, as well as a 
pioneer in domestic corporate finance; Morgan Harjes et Cie, while 
less important in Paris than either J.P. Morgan & Co. in New York 
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or Morgan Grenfell in London, nevertheless was a prominent under- 
writing house and provided a link with another important European 
capital market. The three banks were strong independently, but infinitely 
stronger taken together, a point which all partners acknowledged. 
Furthermore, the links between the partners, and particularly between 
J.P. Morgan Jr. and E. C. Grenfell, were strong and intimate, a situation 
which made the enforced break between the firms after 1933 a personal 
blow to many of the partners. 

The Depression had brought hundreds of banking failures in the US, 
and a study by the Federal Reserve ascribed many of them, probably 
wrongly, to speculative investments by the banks in low grade bonds. 
Congress concluded from this that banks must be prevented from taking 
such risks, and must therefore make a choice: they could either be 
commercial banks, taking deposits and making loans, or they could be 
investment banks, issuing securities; they could not do both.? With the 
passing of the Banking Act of 1933 (the Glass-Steagall Act), then, 
J.P. Morgan & Co. had to choose, and the partners opted to remain a 
commercial bank rather than a securities house. This had repercussions 
both in London and in New York. 

It affected London because the choice was applicable outside as well as 
inside the USA. The American partners were advised that it would 
be improper for them to continue as the principal shareholders and 
executive officers of a British bank with unlimited liability, an important 
part of whose business was issuing and underwriting, since they were 
prevented from engaging in this business in the USA. It was decided that 
the only way to maintain the close association between the two houses 
was to convert Morgan Grenfell into a limited liability company, thereby 
removing the risk which worried Congress. This was done, and thereafter 
J.P. Morgan & Co. held one-third of the management shares. The 
closeness remained for the remainder of the decade, since it was found to 
be legally permissible for J.P. Morgan Jr to remain a member of the 
board. But by 1943 both he and Grenfell were dead, and the close 
personal relations between London and New York necessarily began to 
fade, while the business relationship was abruptly curtailed by the war.’ 

The change in New York was even more far-reaching. The firm post- 
poned a decision for more than a year, although eschewing the issuing of 
securities, while it agonised over what to do. In the end J.P. Morgan & 
Co. remained a commercial bank, announcing in September 1935 that 
several members of the Morgan Bond Department would leave to form a 
securities house, to be called Morgan Stanley. The latter was seen by Wall 
Street as inheriting the authority of the parent firm — certainly most of the 
start-up capital was provided by Morgan partners — and in its first year of 
operation Morgan Stanley handled $1 billion in issues, or a quarter of the 


180 I BANKS AND MONEY 


year’s total in the American money market. By the late 1930s, many of 
J.P. Morgan & Co.’s banking clients had come to Morgan Stanley for 
securities work, and it was clearly one of the major Wall Street players." 

By the time of the Second World War, then, although the two New 
York banks and the London bank were beginning to travel on separate 
paths, links were still close and would remain so for some years. Indeed, 
the immediate post-war period saw attempts between Morgan Grenfell 
and J.P. Morgan to try and work together abroad by means of joint 
ventures, but with no very great success. Both banks were working under 
some restraint, in particular a distinct lack of capital. 

Morgan Grenfell were labouring under the heavier restrictions. Except 
for a short period of six weeks during July-August 1947, sterling was 
inconvertible until 1959, when restrictions were lifted on current, but not 
capital, account. Thus any loans or investments abroad had to be agreed 
to by the Treasury, which normally required that money for such invest- 
ments be found abroad. This tended to limit what Morgan Grenfell could 
do. For example, in 1949 they joined with two other English firms, 
Lazard Brothers and Consolidated Zinc, to raise money in Australia in 
order to establish the first issuing house there. To expand, they had to 
take on Australian partners, and this lessened control considerably, as 
well as diluting earnings, and eventually Morgan Grenfell sold their 
share. They had an analogous experience in Canada when, at the 
suggestion of J.P. Morgan & Co., with whom they were discussing ways 
of setting up business there, Morgan Grenfell and Baring Brothers joined 
with a finance and issuing house in Toronto to set up a new house. But 
again, expansion had to come from Canadian resources, and in addition, 
the Canadian government pushed for such businesses to be turned over to 
Canadians. The Morgan Grenfell shareholding drifted down, and they 
eventually sold out.‘ 

J.P. Morgan & Co. were in a much better position to expand abroad. 
For one thing, they already had a one-third shareholding in Morgan 
Grenfell, as well as the wholly-owned Morgan et Compagnie in Paris (the 
name had been changed from Morgan Harjes et Cie in 1926, with the 
death of the senior French partner Herman Harjes). But they felt con- 
strained by a lack of capital, and what they had to lend was easily disposed 
of in the USA. But this all changed in 1959, when J.P. Morgan & Co. 
merged with the rich but lazy Guaranty Trust Co., a bank four times its 
own size, with whom they had always had close business and personal 
relations. The new Morgan Guaranty was the world’s largest wholesale 
bank, with over $ billion in deposits. (It also presented a new threat to 
Morgan Grenfell in its own market, since Guaranty Trust had had a 
thriving London office since the turn of the century.)’ 

The establishment of the new bank more or less coincided with changes 
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in the international economic environment which encouraged overseas 
expansion. “In the 1950s', as one writer has put it, “so long as America was 
rich and other countries poor, bright young Morgan bankers avoided 
international banking’.' By 1960 the climate had changed, with converti- 
bility for the European currencies, and the accelerated thrust overseas by 
American multinational corporations. Furthermore, the 1960s saw the 
rapid growth of the new Eurodollar market, fed by American spending 
abroad, both governmental and private, and encouraged by decisions 
made by the government for domestic reasons. One was ‘Regulation Q’, 
dating from the 1930s,’ by which the Federal Reserve limited the amount 
of interest US banks could pay on deposits. One response was for London 
banks in particular to bid for American dollars by offering higher rates of 
interest, and then to re-lend the dollars back to American companies to 
use abroad. Another limitation was that banks in the USA were for- 
bidden to pay interest on deposits held under 30 days; in 1961 was 
invented the ‘negotiable certificate of deposit’ that matured in more than 
30 days, and in this way banks could pay interest. Furthermore, CDs 
could be traded, and their use revolutionised the way commercial banks, 
such as Morgan Guaranty, could operate. Now they could sell CDs 
wholesale worldwide to finance their lending, rather than be constrained 
by the domestic money market. 

The 1960s, then, saw a vista of accelerated business opportunities out- 
side of the USA, particularly in Europe, combined with a rapidly grow- 
ing pool of money, a situation which both Morgan Guaranty and Morgan 
Grenfell were keen to exploit. In November 1960 J.E.C. Collins, a 
partner in Morgan Grenfell, met Julian Allen, Morgan Guaranty’s Vice 
President of European Affairs. The idea was to establish an investment 
bank — a banque d’affaires — in Paris. Morgan et Cie had incorporated in 
1945, and now as Morgan Guaranty Paris it was not allowed, because of 
the Glass-Steagall Act, to participate in underwriting, formerly the Paris 
office’s most profitable business. Therefore, Morgan Guaranty now 
wanted to establish a new organisation, in which its international sub- 
sidiary, Morgan Guaranty International Finance Corporation, would 
have a large minority interest, but in which the major shareholding would 
be held by European banks. 

Morgan Grenfell, too, were keen on the idea, but first there was 
a hurdle to be vaulted: the Bank of England. In normal circumstances 
Morgans would have received their agreement, since the proposed 
investment in the EEC was the type of thing the Bank wanted to see; but 
in October 1961 current exchange control regulations would not permit 
it, so Morgan Grenfell had to bide their time until conditions changed.” 
In January 1962 they tried again, asking permission to subscribe for a 30 
per cent interest in a new banque d’affaires, Morgan et Cie S.A. The 
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other shareholders were to be Morgan Guaranty International Finance 
Corporation, with a 40 per cent shareholding, and two Dutch banks, each 
with 15 per cent. This time the Bank was a bit more helpful: permission 
was granted, as long as the money was found by borrowing outside the 
Scheduled Territories (essentially the sterling area), on terms which 
would not require repayment until exchange controls permitted funds to 
be remitted from the UK. The funds were loaned to Morgan Grenfell by 
Morgan Guaranty, although in the end Morgan Grenfell held only 15 per 
cent of the shares, with the two Dutch banks holding 15 per cent and 
Morgan Guaranty International holding the other 70 per cent.” 

By 1963 Morgan et Cie S.A. were open for business. According 
to Morgan Guaranty, ‘the new company should attempt to improve 
methods of distributing stocks in Europe, patterned, where applicable, 
on American practice. It would be desirable to introduce into the com- 
pany some first-quality young American investment banking talent’.” 
The men they put in did not recognise, or chose not to recognise, national 
demarcation lines, and as a consequence they came into conflict with 
German banks and the Swiss government.” Indeed, the conflict with 
Deutsche Bank apparently so undermined Morgan Guaranty’s confi- 
dence that they did not return to Euromarket issues for more than a 
decade.“ This was the only major set-back, however, and in the three- 
and-a-half years of Morgan et Cie’s independent existence they partici- 
pated in and sometimes co-managed over a hundred issues in various 
currencies, including a score of Eurodollar issues. There was a surge of 
such issues in the autumn of 1965, after the imposition by the US govern- 
ment of the voluntary foreign credit restraint programme in early 1965, 
which was intended to limit the outflow of capital from the US in order to 
help the American balance of payment deficit. 

The rapid growth of this business piqued the interest of Morgan Stanley. 
By far the most insular of the Morgan banks, until 1966 they lacked a 
single European office, when they secretly set up a joint venture with 
Banca d'Italia. Indeed, they had twice refused the chance to take a share 
in Morgan et Cie, in 1963 and March 1966; but when the opportunity 
came again later in the year, they changed their mind. The US authorities 
had ruled that Morgan et Cie could not take part in a number of proposed 
operations, a major obstacle being the Trust Indentures Act of 1939, 
which prevented Morgan et Cie from underwriting the securities, even in 
Paris, of any company for which the Morgan Guaranty Trust acted 
as a trustee. This, of course, was no small problem, since the Morgan 
Guaranty trust department acted for a substantial number of American 
companies. Negotiations with Morgan Stanley therefore received new 
life, and in due course a new company was set up in Paris, called Morgan 
et Cie International S.A. (MECI). This was to be two-thirds owned by 
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Morgan Stanley and one-third by Morgan et Cie; Morgan Grenfell’s 
share in the new company would thus be five per cent.“ From January 
1967, then, MECI was essentially under the control of Morgan Stanley, 
who soon brought in their own team to run it. Fortunately for them, their 
advent coincided with a Eurobond boom, and MECI developed into a 
powerful Eurobond issuing house.” 

Morgan Stanley’s growing success in Paris happened to coincide with a 
change at the top in the bank in New York, when Robert Baldwin became 
the chief executive in 1970. Aggressive and ruthless, he encouraged the 
shedding of traditions and the cultivation of a hungry search for business. 
Morgan Grenfell, too, had recently acquired a new chief executive, when 
Sir John Stevens joined the bank from the Bank of England in 1967. 
Stevens emphasised the need to divert significant resources into overseas 
developments as part of his drive to increase the banking side of Morgan 
Grenfell, and in particular he believed that the London bank should look 
on Europe as its future home market.” Both banks, then, believed that 
they might have something to gain from co-operation in international 
markets, and in January 1972 embarked on very secret negotiations to 
that end — secret from all but a few in their own banks, and, in the first 
eight months, secret especially from Morgan Guaranty. 


H 


On 16 and 17 January 1972, Sir John Stevens and three managing 
directors of Morgan Grenfell, Kenneth Barrington, Philip Chappell and 
Christopher Reeves, met four partners of Morgan Stanley, Sam Payne, 
Frank Petito, Bill Sword and Jack Evans. In view of the fact that Morgan 
Stanley were reviewing their business, one result of which might be that 
MECI (their Eurobond house) would transfer their office from Paris to 
London, it is probable that the initiative came from them. The purpose of 
the meeting was to consider possible areas of co-operation, which might 
even include some form of share exchange.” A week later, 33 of the 
34 Morgan Stanley partners had what was termed a ‘planning Friday’, 
in which they discussed long-term strategy. Bill Sword then telephoned 
Barrington to tell him that ‘they were unanimous that the Morgan 
“family” had a unique opportunity to provide some form of international 
financial service to meet the needs of worldwide business and were very 
enthusiastic to continue exploring it with [Morgan Grenfell]. They were 
very conscious of the possible complications if they acquired a major 
involvement in an accepting house business and this would be one of me 
aspects that they would have to look at most closely’. 

' The ‘complication’ to which they referred was the fact that the Bank of 
England forbade a foreign bank to own more than 15 per cent of an 
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accepting house; a special exemption was made for Morgan Guaranty’s 
one-third ownership of Morgan Grenfell, since it pre-dated the rules, but 
Morgan Stanley would be another matter. Indeed, after this obeisance to 
the rule in the early stages of the negotiations, Morgan Stanley acted as if 
it were not an insuperable obstacle; they seemed to believe that although 
Morgan Grenfell might lose membership in the Accepting Houses Com- 
mittee, no real damage would result. In the end, this was one of the rocks 
on which the negotiations would founder. 

Another rock would be Morgan Stanley’s drive for control. This 
emerges in Chappell’s early assessment of Morgan Stanley: ‘the over- 
riding impression is one of developing business with a limited range of 
foreign and US corporations and governments. They have not been, on 
their own admission, innovative — but when their business relationship 
has been threatened by more aggressive houses developing a new area of 
business they have moved in in strength and done more business with 
more expertise than their competitors: MECI is a prime example ... 
They have the same attitude as us in controlling from the beginning 
to the last signature the whole course of a deal ... The overwhelming 
impression is one of a group which combines expertise with energy (the 
travel bill must be enormous) and flair, and which is looking for a new 
style, partly because of a change in senior management [presumably a 
reference to Baldwin] and partly because the world gets smaller. They do 
obviously appreciate many of the different things that we do, as well as 
seeing London as a place where they must be adequately represented’.* 

There was, however, no sense of urgency in the early talks. As Stevens 
predicted in mid-February, ‘I sense that our talks with Morgan Stanley 
will continue to lumber for some time’, primarily because no one really 
knew what they wanted from them. Stevens visited Morgan Stanley on 10 
and 11 February 1972, and realised that the ‘problems lie in finding 
common ground between our respective objectives. Morgan Stanley: 
want to concentrate on multinational corporations and stable foreign 
governments and to take such an interest in Morgan Grenfell as will 
enable them to offer a better service to such clients. From this it follows 
that our corporate finance department is the most interesting to them. 
They would prefer to split us into two units, if this did not weaken our 
overall standing. They regard MECI as the ideal model and would aim at 
a majority holding in us if practicable’. They also apparently agreed that 
in business getting, Morgan Grenfell was more ingenious, relying on new 
ideas and good information, while Morgan Stanley was more inclined to 
follow the bulldozer approach following on the heels of someone else’s 
idea. According to Stevens, ‘they do not claim to be innovators’. Signifi- 
cantly, they decided that there was a fruitful future for combined Morgan 
Grenfell/Morgan Stanley operations — that the Morgan family was a 
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better unit than any other, such as a'multinational corporation — but that 
any such arrangement had to fit in Morgan Guaranty and MECI.” 

A fortnight later Stevens had dinner in New York with Sam Payne, Bill 
Sword and Sheppard Poor (the head of MECI). He later wrote that ‘the 
only progress I can report is that my repeated insistence that (a) the Bank 
of England will not allow MS to take a large share in MG and (b) that MG 
would be weakened by splitting off its Corporate Finance activities into 
an MECI Limited are beginning to have some effect’. Yet ideas were 
beginning to emerge. Granted that ‘Bill Sword continues to evangelise on 
the virtues of an MECI Limited mostly owned by MS and run by MG 
which will astonish the world’, others in Morgan Stanley were looking at 
alternatives. At the dinner ‘Shep Poor in particular threw out the idea of a 
Morgan International Ltd. located in e.g. Bermuda” which pooled the 
planning and the expertise of the members of the Morgan family. This 
concept I supported. All three continued to strike me as being genuinely 
interested to find a workable formula within the Morgan family’.™ 
Although various ideas would be mooted over the following 15 months, 
discussion would return to the idea of a Morgan International — and 
Morgan Stanley would never shake loose from the conviction that what- 
ever resulted from the talks, they should if possible control it. 

It was only in August 1972 that Morgan Guaranty really joined in the 
talks. Stevens and Chappell went to New York and met Ellmore (Pat) 
Patterson (chairman), Walter Page (president) and Lew Preston (head of 
international banking) of Morgan Guaranty on 10 August: ‘The meeting 
was very friendly. We got the impression that the full scope of our talks 
with MS was only beginning to dawn on them, and that they had imagined 
previously that they were being asked to bless some bilateral MG/MS 
arrangement rather than contribute to a general Morgan family exercise. 
They showed considerable interest in the larger operation’. The code 
name for the discussions now became ‘Triangle’. 

Over the subsequent months there were visits back and forth, and 
Morgan Stanley and Morgan Guaranty men pored over Morgan Gren- 
fell’s books, trying to fathom just how a merchant bank did business. 
Ideas were proposed and discarded, although one to which Morgan 
Stanley stubbornly clung was that it could take a 50 per cent shareholding 
in Morgan Grenfell, and even the insistence of the Bank of England that 
it would not countenance the idea failed to convince.* By January 1973, 
however, the Morgan Stanley and Morgan Grenfell negotiators agreed 
that the possibility of setting up a ‘Morgan International’, which would 
handle the Morgan family’s securities business outside the USA (and 
possibly outside the UK also), should be examined in greater detail.” 

. Back in February 1972, Stevens had predicted that ‘our talks with MS 
will continue to lumber for some time at the end of which we may be faced 
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with a situation that requires rapid thinking and decisions’ ;” in March 
1973 pressure was suddenly put on Morgan Grenfell. On 16 March 
Stevens “spoke to Lew Preston [of Morgan Guaranty] on the telephone. 
He told me it looked as if MGT and Morgan Stanley were going to agree 
to set up Morgan International and, in his view, it would be a great pity if 
MG were not associated. When I reminded him that we had had nothing 
in writing setting out their ideas he promised that he would send a copy of 
the proposed plan. The ‘Proposal for Discussion’, dated 20 April 1973, 
arrived at Morgan Grenfell on 1 May, and the following afternoon the 
Morgan Grenfell Holdings Board met to consider it. 

It was proposed that the three firms establish a new company, Morgan 
International, to conduct various activities outside the USA and Canada. 
Morgan Grenfell would continue its UK capital markets business and 
Morgan et Cie International would continue its international issue busi- 
ness. Morgan International would be owned 45 per cent each by Morgan 
Guaranty and Morgan Stanley and 10 per cent by Morgan Grenfell, 
and would increasingly be the focal point for the international non- 
commercial banking business of the three. Morgan Grenfell would con- 
tinue as a UK firm, but instead of the 31.67 per cent shareholding by 
Morgan Guaranty, there would be substituted a 50 per cent shareholding 
by Morgan International. MECI would continue as a banque d’affaires, 
coming under the 100 per cent ownership of Morgan International.” 

There is very little contemporary evidence that any member of the 
Holdings Board backed the plan as it stood, regardless of whatever 
feeling there might have been on the general advisability of some sort 
of joint venture with the two American cousins. The written reaction 
of David Bendall, who had joined the bank in 1971 from the Foreign 
Office to help Stevens develop the international side, was perhaps more 
trenchant than most, probably fuelled by the fact that he was a keen 
Europeanist. He pointed out that Morgan Grenfell were being asked to 
surrender not only currently profitable business, such as Eurobonds and 
project finance, but also future business in Europe, Asia, and so on. In 
return they would receive only 10 per cent (and for UK shareholders a net 
five per cent) of Morgan International’s equity and profits. On the other 
hand, Morgan Guaranty and Morgan Stanley were giving up very 
little. Morgan Stanley, for example, were not willing to surrender their 
profitable Eurobond business in MECI, and the two in effect were only 
surrendering future possibilities. Further, Morgan International would 
clearly by American-dominated, and it was inconceivable that a British 
bank should develop its relations and business with other European 
countries under an American flag. In sum, ‘this is a breath-takingly one- 
sided deal, favourable to MGT in particular, since they would have a very 
cheap entry to international investment banking. Meanwhile, MG will be 
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bottled up for good in the UK. Europe is not the foreign market for MG 
but our future domestic market’. 

The scheme, in short, caused ‘considerable ill-feeling™ in Morgan 
Grenfell; as one member of the bank later recalled, ‘the Morgan Stanley 
boys were the real go-ahead graspers. You could see a mile off they were 
just there for the grab. They were assuming they would be entitled to boss 
the thing and lead it’. The corporate finance directors were especially 
angry, and threatened to resign en bloc if the proposals were imple- 
mented.” 

It transpired that the shape of the proposal resulted from the failure of 
the two American banks to agree. Morgan Guaranty were primarily 
concerned about investment management: ‘they have reached a size 
in the USA (twice that of their nearest competitor) which meant that 
they are unlikely to be able to grow by any significant amount and 
they therefore wish to concentrate their efforts overseas. To this end 
they would like to see a unification of investment expertise’. Morgan 
Guaranty already had nearly 600 people in London, and stated that they 
would expect to control any joint company which dealt with investment 
management in London; the initial contribution of managed funds was 
likely to be Morgan Guaranty $500 million, Morgan Stanley $20 million 
and Morgan Grenfell $1.3 billion. Such a joint company would be the 
vehicle for world-wide activities in investment analysis and fund manage- 
ment. ‘From MGT’s point of view they are setting great store by a 
rationalisation of the Investment Management side more than anything 
else and whether we [Morgan Grenfell] participate or not they will 
certainly proceed to develop this side of their business as soon as 
possible’.™ 

Morgan Stanley, on the other hand, were more concerned with under- 
writing and thus with maintaining the position of MECI," although the 
firm were not united in their approach to the negotiations. On the one 
hand, “buoyed by its success in Paris, the firm felt understandably brash 
and confident and willing to go it alone abroad ...’ Yet not everyone was 
opposed. Sheppard Poor later said, “The internationalists thought it 
would be beneficial to expand our ties overseas. The domestic people 
thought we would be giving away more than we were getting’. Worried 
about Morgan Stanley’s limited capital [it was a partnership], Frank 
Petito felt strongly about his firm’s need for Morgan Guaranty’s deep 
pockets. But the chief executive, Bob Baldwin, was suspicious of foreign 
business, which he often saw as a waste of time and money, and failed to 
provide the necessary push.™ 

On a more personal note, the Morgan Guaranty people apparently had 
secret reservations about entering into a substantial joint venture with 
Morgan Stanley. ‘As a former official at 23 Wall noted, “There was 
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always a feeling at the bank that Wall Street [i.e., Morgan Stanley] was 
full of get-rich people.” The salary differential bad always been a sore 
point: ... in a good year ... even a junior partner [at Morgan Stanley] 
might earn more than Morgan Guaranty’s chairman. Anyone who stayed 
at Morgan Guaranty had to believe it represented something superior .” 

For their part, Morgan Grenfell had a bundle of objections. If they 
were to become part of Morgan International, they believed that 
‘London was really the capital market of the EEC and that we regarded 
ourselves as an operation which should be used to lead the Morgan attack 
on business in this area’.* On the other hand, they would either be carved 
up, or at least lose their independence. The sentimental pull of the 
Morgan name meant more to the older directors, in particular to those 
with family connections with Morgan Grenfell, such as Harcourt [J.S. 
Morgan’s grandson], Catto and Collins; they were drawn to the idea of a 
new House of Morgan, although not necessarily on the basis proposed. 
They were also the predominant non-institutional shareholders. The 
newer directors were more influenced by the pulling power of the Morgan 
name in gaining business, but they believed that in any case Morgan 
Grenfell were the lineal descendents of the first Morgan bank, and thus 
the Americans could not force them to give up the name (although an 
implicit threat was made). It is also significant that they were not share- 
holders, and thus would not gain from a share exchange, while losing 
control to the Americans. They also felt that Morgan Grenfell had begun 
to take off, particularly in banking and corporate finance, and indeed 
were considering their own plans for overseas expansion: they were thus 
loath to surrender the gains they had made and expected to make. All in 
all, it was clear to Morgan Grenfell that the next series of meetings 
between the three banks, to be held on 20-22 June 1973 at the Grotto Bay 
Hotel in Bermuda — usually a venue for honeymooners — would bring 
matters to a head. i 

By the time the meetings began, Stevens hardly knew what he wanted 
from the talks, if anything, but he thought that something might be 
salvaged. The opening statement by Morgan Stanley, however, made 
manifest what would become a fundamental reason for the failure of the 
talks: their refusal to put either their US issuing business or their Euro- 
bond business into the Morgan International pot — what were they pro- 
posing to contribute? Stevens made an opening statement for Morgan 
Grenfell, and the two American firms 


were somewhat taken aback by our opening remarks in which we 
repeated that the Proposal was unacceptable, both to MG’s Board 
and the Bank of England, that the concept of co-operation rather 
than union was far more practicable, and also outlined the areas of 
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growth for MG which we saw as being likely over the next few years. 
In spite of the fact that the former had been communicated to them 
on several occasions in the past, this appeared to be the first time 
that they, and particularly Pat Patterson, appreciated the firmness 
of our views. It was necessary to reiterate that it would not be 
possible to increase the American involvement in MG both because 
we did not wish such a thing to happen and also because it was not 
possible if we wished to remain a member of the BBA (British 
Bankers’ Association] and an Accepting House.” 


Stevens then turned things over to Bendall. His argument was that 
since Britain was about to join the EEC, it would benefit all three houses 
if Morgan Grenfell had the flagship position in Europe, because they 
would have a better position compared with American banks. He added 
that Europeans did not like Anglo-Saxons, but they disliked the British 
less than the Americans. The meeting came to a rather rapid close after 
his statement, with the Americans asking for a recess; during this period 
the representatives of the two American banks plus Stevens — but not 
Bendall, by special American request — had a meeting, during which 
Stevens discovered just how badly the Americans had taken Bendall’s 
remarks: the Americans’ decision was that there was no need for further 
meetings. Apparently he had shocked them badly, since they had never, 
they said, found themselves unpopular in Europe. In general terms the 
Americans could be excused for being shocked: there is some reason to 
think that Stevens had not warned them that he had been unable to sell 
the concept of Triangle to his own colleagues, and therefore Morgan 
Grenfell’s statement came, apparently, as a complete surprise.” 

In an informal meeting between Stevens, Bendall and the two Morgan 
Guaranty men, Patterson and Preston, Preston ‘reacted rather excitedly 
with a threat to sell out all MGT’s shares in MG. [Patterson] was much 
calmer and suggested a further meeting on the following morning since 
lack of prior consultation had produced embarrassment to them and 
closer regular consultation should be established. We [Morgan Grenfell] 
raised again the fact that their present shareholding was not sacroscanct 
and they drew our attention to the problem of the name.’“ However, 
Morgan Guaranty the following month underlined its desire to retain 
their one-third holding. 


m 


The whole enterprise had collapsed in a muddle of false expectations, 
resentment and embarrassment. In an attempt to salvage something from 
the fiasco, it was agreed that there would be quarterly summit meetings 
between Morgan Grenfell and the two American banks either in London 
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or New York,“ and these lasted until 1981. In addition, Morgan Grenfell 
and Morgan Guaranty made some effort to keep each other informed of 
their activities and to try and find specific areas of co-operation. At a 
meeting in September between directors of the two banks, they agreed 
that there should be a monthly meeting in London between one or two 
members of each group which would review the activities of the banks 
and discuss current problems and activities; this would be followed by the 
formal quarterly meetings. The first monthly meeting took place on 
24 October 1973, at which it was further decided that representatives 
of Morgan Grenfell and Morgan Guaranty's London operation would 
attend certain of each other's departmental meetings. On the institu- 
tionallevel, discussions were held with both American banks, separately 
and in different years, about setting up a joint venture in the secondary 
eurobond market, but in each case Morgan Grenfell preferred to go it 
alone.® 

In fact, each set of discussions with the American cousins seemed to 
intensify Morgan Grenfell’s sense of being a British merchant bank more 
than being a Morgan bank. It was not that they necessarily wished to 
remain wholly separate and independent: even during the Triangle talks, 
merger discussions were in train with Robert Fleming & Co. in London, a 
merger/takeover with Brown Shipley & Co. was briefly mooted, and a 
substantial cross shareholding with Compagnie Financiére de Suez — 
referred to as Triangle 2— was being planned.“ It was not that they did not 
appreciate the benefits flowing from being a Morgan bank, or from co- 
operation with their cousins. But what seems to have been the crux of the 
matter was control. While with a Fleming or Brown Shipley merger 
Morgan Grenfell would have expected to remain dominant, and while 
with a Suez cross-shareholding they would carve up or share areas but not 
try to run each other’s businesses, with Triangle in particular dominance 
would clearly pass to the American banks. Objections took two forms: 
there was Bendall’s and others’ contentions that in the new EEC, a 
British bank would have to remain British to be accepted as a European 
bank; on a personal note, dominance by the two American banks would 
mean dominance by Americans in London, even if there was still an 
entity called Morgan Grenfell. 

The overarching reason for Morgan Grenfell’s desire to control their 
own destiny was clearly that by the early 1970s, they felt that they had a 
worthwhile destiny to control. The Triangle discussions intensified the 
growing feeling that the Morgan Guaranty one-third shareholding was 
beginning to constrain, and by July 1973 the directors believed that it 
should be reduced to 15 per cent. One very important constraint was that 
it was difficult, for legal and business reasons, for Morgan Grenfell 
to expand into the growing American market; the failure of ‘Triangle 
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triggered a decision to go ahead and in 1974 they sent a resident repre- 
sentative to New York, while in 1979 they opened their own branch there, 
which was incorporated as Morgan Grenfell Inc. in March 1980.“ 

Between 1973 and 1980, Morgan Guaranty continued to insist that th 
wanted to maintain their full shareholding in Morgan Grenfell, arguing 
that this formed an important part of their international strategy. How- 
ever, the fact that they were not fully informed of Morgan Grenfell’s 
plans nor allowed a seat on the board rankled, since a one-third share- 
holding meant that the Bank of England assumed that they stood behind 
Morgan Grenfell and expected the New York bank to share any losses.” 
By the late 1970s, in spite of the fact that they co-operated around the 
world, particularly in project finance, the two were clearly going their 
Own ways. 

The refusal of Morgan Grenfell to agree to a joint venture in Euro- 
bonds, and particularly the decision to incorporate in New York, appear 
finally to have decided Morgan Guaranty to sell the shares as a block. But 
Morgan Grenfell wanted to retain their independence, and the purchase 
of 33 per cent of their shares would, because of the Takeover Code, 
necessarily have triggered off a full bid. Furthermore, it was feared that if 
Morgan Guaranty sold 100 per cent of their shareholding, it would 
be interpreted as a lack of confidence in Morgan Grenfell.” There- 
fore, a way was found both to give Morgan Guaranty their premium 
while allowing Morgan Grenfell’s shares to find safe harbour: Morgan 
Guaranty’s shareholding was converted into high-interest cumulative 
preference shares and placed with institutions.* 


IV 


And so ended the House of Morgan. Beginning as an American bank 
in London, it ended as two American banks and a London one. The 
emphasis on national identity is crucial. First of all, it meant that merger 
might bring geopolitical problems. Morgan Grenfell could and did 
arrange financing for Cuba and North Korea, while this was forbidden to 
the Americans.” What was of more substantial importance was that 
Morgan Grenfell were free to exploit the relationship Sir John Stevens 
had built up over the years with the Soviet Union, so that Morgan 
Grenfell became, and still remain, the London merchant bank with the 
closest links with the Soviet Union and Eastern Europe.” Cold War 
politics prevented the American banks from building up analogous links. 

On the face of it, this very lack in the Americans’ coverage might have 
been a strong reason for pushing for agreement with Morgan Grenfell, 
and perhaps it was. Banks in different hemispheres can bring together 
complementary strengths. But the reverse side of this can be cultural 
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incompatibility, and certainly, cultural differences were very strong. This 
comes out most clearly between Morgan Grenfell and Morgan Stanley, 
since the Morgan Guaranty culture was closer to that of Morgan Grenfell 
in certain ways than to that of Morgan Stanley under its new leadership. 
Many in Morgan Grenfell simply could not stomach the blatantly go- 
getting nature of Morgan Stanley. There is a certain irony in the fact that a 
decade later, Morgan Grenfell would be exhibiting substantially the same 
approach, particularly in their corporate finance department. 

In sum, Morgan Grenfell did not want to be run by Americans. Indeed, 
if such a merger between banks with a common tradition and continuing 
close links, but originating in and based in different countries, proved to 
be impossible, this underlines the difficulty of cross-cultural mergers. It 
also shows up the heavy-handed and conservative nature of Bank of 
England control at that time: certainly a lighter touch towards foreign 
control of banks would be required for London to consolidate its renewed 
position as a major international financial centre.” And there are little 
bits of evidence here and there that the resurgence of Morgan Grenfell 
and its desire to stand alone reflected their sense of this resurgence of 
London as a financial centre as it emerged from the shadow of New 
York.” In the end the banks’ perceptions of their business priorities 
dominated and they finally separated, but it was a tribute to the power of 
the Morgan name and the sense of a shared history that it took them so 
long to do so. 
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Book Reviews 


WOLF-RUDIGER BAUMANN, The Merchant Adventurers and the Continental Cloth- 
Trade, 1560s—1620s, European University Institute, Series B, History, 2 (Walter 
de Gruyter, Berlin and New York, 1990. Pp. xiii + 425. Dm 176.00). 


Wolf-Ridiger Baumann chronicles the search of the Merchant Adventurers’ 
Company in the later sixteenth century for an alternative outlet for English cloth 
in the face of the break-down of its traditional mart at Antwerp. The story is a 
complex one, which involved the company in a protracted struggle to obtain the 
best possible privileges for its members in different ports: changing local con- 
ditions meant that advantages available one year might not be offered the next. 
The company settled for a while at Middleburg in the Low Countries, and then at 
the German ports of Emden, Hamburg and Strade before finally choosing Ham- 
burg as its base in the early seventeenth century. The arrival of the English and 
their bales of cloth created boom conditions in each port as they settled in: the 
merchants rented houses, ate together, held religious services and, above all, they 
drew foreign merchants to the ports and stimulated local economies. But not all 
the trade flowed through legitimate outlets: some was conducted by English 
merchants who eschewed the close regulation of the company. Such merchants 
came in two guises: ‘stragglers’, who were company members, but traded directly 
with places beyond the mart town; and ‘interlopers’ who were not members of the 
company, but traded in cloth within its sphere of influence. Traditionally German 
historians have believed that the native woollen cloth industry declined in the face 
of English competition, but this view is demolished by Dr Baumann: English cloth 
was generally of a much higher quality and price, and serviced a different market. 
The causes of any decline in German cloth production must be sought elsewhere. 
In fact, the arrival of increasing quantitites of undressed English cloth in Germany 
stimulated the finishing trades, including dyeing, which had previously been 
located chiefly in the Antwerp area: the newly thriving centres were Hamburg in 
the north and Nuremberg in the south, although other towns such as Bremen and 
Cologne also played their parts. The direct shipment of English cloth to German 
ports stimulated many inland markets as English merchants carried their cloth to 
the great inland fairs, and as merchants from the Low Countries and Italy — cut 
adrift by the dislocation of the Antwerp mart — settled throughout Germany. This 
diaspora is seen as being generally beneficial to the development of the German 
economies. At grass roots level the book also reveals a great deal about the 
business practices of English and Continental merchants. The annual rhythms of 
the trade, the size of consignments, the level of sales, the methods of payment, 
and many other matters are discussed. Unfortunately the records are patchy and 
it is rarely possible to keep individual merchants in view for more than a few years. 
This is brought out most fully in the second appendix which details the activities of. 
English merchants trading in Germany outside the mart towns. 

The text of this book is not as long as the number of pages suggests since the 
footnotes are very widely spaced, and English historians will be dismayed at the 
high price. This is most unfortunate as the book’s essentially continental focus 
provides a welcome change from the predominantly anglocentric concerns of 
most historians of English overseas trade in the early modern period. Moreover, 
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the book is another small indication that the excessive concern with the internal 
workings of the pre-industrial economy may be coming to an end. Perhaps this 
volume will help to stimulate more young scholars to take to the high seas in 
search of new adventures. 


University of Hull DONALD WOODWARD 


CLIVE BEHAGG, Politics and Production in the Early Nineteenth Century (London: 
Routledge, 1990. Pp.x + 273. £30). 


This book on small-scale production from the industrial revolution to c.1850 
focuses on several major themes in British labour history. In particular, the 
author investigates the nature of the labour process under early capitalism, 
working-class culture, Chartism, and the language of politics. 

The focal point of the study is Birmingham -— a city which witnessed the 
persistence of small-scale industry until well after the mid-nineteenth century. 
Behagg challenges the view (popularised by Allen, Briggs, Fox and Tholfsen) 
that, primarily because of her small-scale manufacturing base, Birmingham was a 
city devoid of class tensions. Indeed, he castigates these ‘traditionalists’ for 
accepting, too readily, the picture of social harmony which in the mid-1860s was 
promoted by, among others, the manufacturer Samuel Timmins. Despite having 
inherited substantial wealth themselves, Timmons and his fellow employers, 
Behagg demonstrates, were quite content to extol the virtues of upward social 
mobility in Birmingham via the small workshop system. Yet, as Behagg remarks, 
such upward mobility (if it ever existed) was virtually unrealizable as the indus- 
trial revolution progressed. In fact, Behagg argues, Briggs and others, by re- 
iterating Timmins’s consensus view of Birmingham’s social structure, are guilty 
of perpetuating not only an artificial, but a static view of industrial relations. 
Furthermore, this highly idealised account has also been applied, mistakenly, to 
other centres of small units of production such as Sheffield and London. 

The strength of Behageg’s survey is that he corrects this one-dimensional view of 
employee relations in Birmingham and, in doing so, provides us with a more 
dynamic, much more plausible record of the metamorphosis of the small-scale 
employer from artisan craftsman to what Behagg calls petit-bourgeois employer 
(but what might more accurately be called sweated sub-contractor). Behagg 
reveals how, during the early period of the industrial revolution, masters and men 
could be found expressing joint radical grievances. Moreover, at that time, many 
small-scale masters were frequently the key figures in trade union struggles. But, 
by the 1840s, the social and political consciousness of the small master changed 
dramatically. The demand for economies of scale saw the establishment of a large 
number of factories bent on lowering production costs. Yet the emergence of 
large-scale manufacturing, far from absorbing the smaller units of production, 
actually multiplied them. The large employer, by the mid-century, could either 
choose to reduce costs by concentrating production in the factory or, alter- 
natively, he could ‘persuade’ the small-master to achieve the same result via 
sweating and de-skilling. The small master, in other words, had been transformed 
into a mirror image of the large-scale capitalist. 

Behage’s detailed analysis of the labour process also draws attention to the 
importance of investigating divisions within the working class. In the past, he 
argues, labour’s attempts to control production have been largely reduced to 
isolating the role of the skilled work force via the study of formal organisations. 
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The need, he stresses, is now to examine the structure of workplace procedures at 
all levels of work — even those that were ineffectual. 

Behage’s survey ends by discussing class and politics in Birmingham via a re- 
interpretation of the city’s Chartist history. He convincingly demonstrates how 
Chartist activity, at the grass-roots level, reflected and expressed working-class 
culture. Moreover, as he demonstrates, the view that trade unions and informal 
working-class groups stayed aloof from Chartism can no longer be sustained. 

Behagg’s study is a thorough survey of the literature and is highly readable. 
However, more could have been said on the mechanism of sweating and the role 
of women and the Irish in both the labour process and Chartism. Behagg’s image 
of the large employer is also rather simplistic. Factory owners, whilst initially 
hoping to exploit the small employer, frequently found that it rebounded upon 
them. Their active encouragement of sub-contracting and sweating often led to 
poor quality goods, loss of markets, and above all failure to control the pro- 
duction process. Cut-throat competition amongst small producers inevitably led 
to the large manufacturers, themselves, engaging in ferocious price-cutting exer- 
cises — a result which Justice succinctly summarised in 1910 as ‘dog cat dog’. 

Perhaps, too, the author could have drawn more international comparisons. 
Behagg's survey of the exploitation of small firms in Birmingham in the 1840s, for 
example, is remarkable similar to the much vaunted system of current Japanese 
management practice. Lastly, it is also a pity that Behagg did not delve further 
into modern industrial theories concerning trade union organisational behaviour. 
One wonders, for instance, how his thesis gels with Bain and Elsheikh’s con- 
tention that trade union density and membership is dependent on the size of the 
firm, the nature of the union, its leadership, and the presence of young and female 
workers. 

Despite these criticisms, though, overall this thought-provoking book should 
appeal to a wide range of readers. In particular, it is of special value to business 
historians examining the changing structure, size, and organisation of British 
industry. 

University of Liverpool SHEILA C. BLACKBURN 


R.J. MORRIS, Class, Sect and Party. The Making of the British Middle Class: 
Leeds, 1820-1850 (Manchester: Manchester University Press, 1990. Pp.xi + 
356; £35.00). 


If the 1960s was, historiographically, the decade of the English working class, the 
1980s seem likely to be that of the middle class. This book, with its detailed picture 

of the public persona of the early nineteenth century urban middle class, comple- 

ments the portrait of its private life so brilliantly executed by Davidoff and Hallin 

“ise Family Fortunes: Men and Women of the English Middle Class, 1790-1850 
1987). 

Basing his study firmly in the complex industrial economy of early nineteenth- 
century Leeds, a city which he knows intimately, Bob Morris reveals how a small 
professional and commercial elite was able to establish an authoritative public 
culture uniting the many strands of its own class and successfully negotiating the 
acceptance of the working classes to produce the stability it desired. 

Crucial to this exercise was the voluntary society. This supplied that ‘un- 
questioned sense of being right’ and also that confidence in ‘having the right and 
duty to bring these values to others less fortunate’. These subscriber democracies 
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with their A.G.M.s and Annual Reports were able to perform important edu- 
cational, cultural and philanthropic activities in the city without inflaming 
sectarian or political animosities as resort to the state or to the churches would 
have done in the sensitive climate of early nineteenth century Leeds. ‘No religion, 
no politics’ became an essential rule for the voluntary societies’ success in the 
process of middle class formation. 

Not that their development, whether for cultural transmission, as in the case of 
the Leeds Philosophical and Literary Society, or for relief distribution, in that of 
the Benevolent or Stranger’s Friend Society, was unproblematic. In a chapter on 
the economic history of the voluntary societies, the author analyses the annual 
accounts submitted to subscribers and describes the exercises in ‘crisis manage- 
ment’ which ensured the survival of some and the extinction of others. The 
Philosophical and Literary Society’s ambitions might run ahead of its income but 
an elite of leading families were always ready to pick up the bill at the end of the 
day, conscious of the prestige which the society’s activities brought to the city not 
least by connecting it to a wider national and international network of bourgeois 
culture. By contrast, the Leeds Literary Institution founded in 1834 and express- 
ing the culture of shopkeepers, lesser employers, substantial master tradesmen 
and better paid white collar workers ran into financial trouble in the depressed 
years of the late 1830's, and was taken over by the Mechanics’ Institution in 1842. 

Morris’s book provides an invaluable, intricate yet coherent account of urban 
middle-class formation. It challenges previous interpretations not least those of a 
transition from sectarian to class identity in the early nineteenth century and of 
surrender to aristocratic, gentlemanly values after mid-century. It portrays a 
middle class which was neither proto-Fabian (‘their aim was stability not welfare’) 
nor aggressive market capitalist (‘they had more sense than ever to attempt this’). 
It brings skill in economic history and depth of knowledge in local history to 
produce urban social history of a high order. Other cities at home and abroad cry 
out for comparative treatment. 


University of Manchester MICHAEL E. ROSE 


ANTHONY SLAVEN and SYDNEY CHECKLAND, (eds.), Dictionary of Scottish Busi- 
ness Biography, 1860-1960. Vol. 2: Processing, Distribution, Services (Aberdeen: 
Aberdeen University Press, 1990. Pp. xiv + 447. £48.00). 


Volume 1 of the Dictionary of Scottish Business Biography, which appeared 
in 1986, contained 192 biographies of business leaders in Scotland’s staple 
industries. We now have volume 2, which as promised supplies entries on pro- 
cessing, distribution and services. There are 189 of them, making 381 in all. In the 
latter volume the industries are divided into ten sectors: food, drink and tobacco; 
bricks, pottery, glass and cement; timber and furniture; construction; printing 
and publishing; other manufactures; gas, electricity and water; transport and 
communications; distributive trade; and banking, insurance and finance. Three 
of them dominate, providing 54 per cent of the biographies: food, drink and 
tobacco with 37 entries, and transport and communications and the distributive 
trades, each with 33 entries. The attention of readers is drawn to the lengthy 
review by Peter Mathias of volume 1 of the Dictionary, which appeared in 
the January 1990 issue (pp. 121-3). This gave a comprehensive account of the 
provenance of the project, together with a useful assessment of the strengths and 
weaknesses of the methodology employed, and it is not proposed to repeat the 
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exercise here. Suffice it to say that this volume, like its predecessor, will 
be an essential reference work for all business historians working on the sectors 
covered. It contains entries on some extremely prominent businessmen whose 
contribution can be measured in British as well as Scottish terms. William 
McEwan, Viscount Younger of Leckie, Lord Inverforth, William Whitelaw, and 
Thomas Lipton spring instantly to mind, as do Sir James Calder, Lord Forteviot, 
Sir Alexander Grant, and Sir William Burrell. It also provides useful introductory 
essays on each sector, some of which stand out as important pieces of scholarship 
in their own right (note, for example, Tom Hart on “Transport and Communi- 
cation’, and Nicholas Morgan on ‘Construction Industry’). In short, the volume is 
a veritable goldmine of information covering subjects from whisky to whaling, 
furniture making in Lochwinnoch to Klint bricks from Linlithgow, KP Nuts to 
Im-Bru. 

How useful is the Dictionary is providing a knowledge base for a particular 
sector or industry? The research team’s decision to limit the coverage to the 
leading ies in each sector (with some adjustments), and to restrict 
the biographical material according to each sector’s share of aggregate employ- 
ment at benchmarks 25 years apart, may encourage a greater acceptance of the 
analytical study of the data promised in a subsequent volume. However, quite 
apart from the subjectivity involved in choosing which businessmen to include 
within this constraint, the fact remains that the Dictionary is weakened as a 
reference work covering Scotland’s business leaders as a whole. There is a strong 
possibility that some prominent individuals have been omitted, while others have 
been fortunate to receive attention. In brewing, for example, Hugh Tennent of J. 
& R. Tennent was very lucky to be covered. Active only from the age of 21 until 
his death aged 27 in 1890, his short, six-year career overlaps the 1885 benchmark. 
On the other hand, one or two prominent brewers do not appear at all, notably 
John J. Calder of Calder’s, Archibald Arrol, and Allsopp’s, one of the pioneers of 
lager production in the United Kingdom. His career with Allsopp's and Ind 
Coope (he was a key figure in the merger of the two concerns in 1934) may have 
been spent as much in England as in Scotland, but he appears neither in this 
Dictionary nor in the Dictionary of Business Biography. Not is there room for 
Eric Beilby, chairman and managing director of William McEwan, 1925-38, or 
some of the more prominent leaders of medium-sized firms, such as J.S. Pringle, 
chairman and managing director of T. & J. Bernard, 1932-59, whose association 
with the company as a director spanned 50 years. Furthermore, some’ of the 
biographies fail to extend beyond what is familiar territory — at least to those 
working in the area. 

This said, the two volumeé taken together represent a substantial piece of 
scholarship which only those who have been involved in a similar venture can fully 
appreciate. No dictionary could satisfy everyone, and the emphasis should be 
placed on what is in the volumes, rather than on what is not. The project has been 
a fitting monument to the late Sydney Checkland, and all those associated with it — 
Tony Slaven, his associate editors, Sheila Hamilton, Nick Morgan, Charlie Munn 
and Brenda White, and the several contributors, must take pride in having 

a record of business leadership which, with the Business History Unit's 
Dictionary of Business Biography, has made British business history the envy of 
Europe. 

Business History Unit, TERRY GOURVISH 
London School of Economics 
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ERIC M. SIGSWORTH, Montague Burton: The Tailor of Taste (Manchester: Man- 
chester University Press, 1990. Pp.x + 171; illus. £29.95). 


In view of the attention given to the textile industries in British economic history, 
it issurely surprising how little has been written on the clothing industry, the main 
user of the end product of the textile trade and an industry which in 1990 was the 
fifth largest employer of men and the second largest employer of women in the 
British manufacturing sector. The story, and explanation, of the meteoric rise of 
the business of Montague Burton in both clothing retailing and manufacturing is 
clearly central to the history of that industry but it too has been a story largely, 
previously untold. Eric Sigsworth has now attempted to plug the gap. The 
biography of Montague Burton is probably inseparable from the history of 
the firm, and vice versa. Dr Sigsworth's emphasis is deliberately more on the 
biography of the man rather than on the inner workings of the firm, although 
much is pieced together on the progress and fortunes of the business in its 
formative years up to and during the First World War and during its dynamic 
growth of the inter-war period. 

The book does not purport to be a full business history, but an understanding is 
provided of some aspects of the firm's activities, notably its sales policy and 
methods and its impact on British society. Burton — 'the tailor of taste' which 
developed into the world’s biggest tailoring organisation and came to grace every 
major British high street, with its conspicuous store design ~ is portrayed as an 
institution of social revolution in twentieth-ceatury Britain, encouraging any 
reputable, or potentially respectable, male to take a pride in his appearance. 
Tailoring for the masses reduced the manifestation of class distinction previously 
evident from dress. The sales methods of the firm are revealed; the emphasis 
on good sites; the uniformity of sales method and presentation down to the 
smallest detail; the importance of display, shop fittings and shop style; attitudes to 
customers, including not encouraging business from gentlemen with waists or 
chests above 44 inches; the wedding of customers to the firm, including promoting 
billiard rooms upstairs to stimulate a passing trade from young men. 

But the study falls between two stools, and one can sense Dr Sigsworth’s 
frustration in how little he can reveal both about the man himself and about many 
aspects of the firm, particularly in its formative years. Montague Burton, born 
Meshe David Osinsky in the Kovno province of Russia, in what was to become 
Lithuania, established his first shop in Chesterfield in 1904. Beyond some anec- 
dotal evidence and speculation about what drove him to emigrate, the book can 
reveal little about his early years, and his arrival and establishment in Britain. 
Burton himself was remarkably reticient about his early personal experiences, 
not even revealing them to his subsequent family. Even once his business was 
initiated and began to grow, Burton as a man very largely remained concealed and 
private. Sigsworth can provide some evidence of his attention to detail, of the 
initial austerity and frugality of his private life, and of his recognition of the 
potential importance of salesmanship to his chosen business. But much remains 
unrevealed in the way he created, organised and managed his business. There is 
very little evidence of his early financial sources. Nor is much known about his 
modus operandi within the business. It is recognized that the rate of expansion, in 
both manufacturing and retailing, where shop numbers increased from 14 in 1914 
to 595 in 1939, must have posed formidable problems of organisation and control. 
But specific problems, and the ways they were dealt with, are not revealed. 
Burton’s management style and management relations remain somewhat of a 
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mystery for the inter-war years, when presumably he succeeded in recruiting a 
very competent management team and in ensuring that his ideals were imple- 
mented through such a large and geographically spread empire. His possession of 
organising ability is stressed but how this was operated is unexplained. 

Whilst the history of the development of the business is sketched in sufficient 
detail to perceive the major periods and events in the firm’s life, including a 
postscript on the Burton Group after Montague’s death, there is much unrevealed 
about the man himself and his creation of his business. The firm’s enlightened 
welfare and labour policies are well recorded but less well explained. His actual 
role in the firm by the 1930s is not altogether clear. He found time for much 
foreign travel and other activities; was actively engaged in Jewish organisations, 
read widely and published literary critiasms. This volume certainly whets the 
appetite for more knowledge about a remarkable man and a remarkable firm. It 
seems doubtful that a fuller biography 1s feasible, given the secrecy of Montague 
Burton’s early life. But the firm certainly warrants a more penetrating business 
history covering both its formative years and subsequent experience. 


University of York D T. JENKINS 


MALCOLM FALKUS, The Blue Funnel Legend. A History of the Ocean Steam Ship 
Company, 1865-1973. (Basingstoke and London: Macmillan Academic and Pro- 
fessional, 1990. Pp. xix + 411; illus.; £40). 


In the later decades of the nineteenth century, Britain dominated world shipping 
commercially and technologically. Large liner companies carried cargo and 
passengers all over the world. Many were based in Livepool which vied with 
London for preeminence as Britain’s major port. One of Liverpool’s leading 
companies was the Ocean Steam Ship Co., better known as Blue Funnel. The 
story of its creation and development was published by Francis Hyde in 1957. This 
new study by Malcolm Falkus is not volume II of the earlier history which 
concluded in 1914. Instead he has chosen to give continuous coverage of the 
whole period from 1865 to 1973, from the creation of a family business in 1865 by 
Alfred and Philip Holt to Blue Funnel’s incorporation into the Ocean Group and 
eventually into a diversified organisation concerned with activities other than 
shipping and trade. 

The story of Blue Funnel from 1865 to 1973 spans a century of massive changes 
in world shipping, trade and technology and is told against the background of 
political upheavals, including two world wars, but the main emphasis is on the 
individuals concerned with the ownership and management of the Ocean Steam 
Ship Co. and on how they created and maintained the company’s functions and 
aspirations until eventually they were forced to relinquish them towards the end 
of the period. The company’s success was heavily dependent on the management 
structure, on the agencies abroad which supplied cargoes and on the international 
shipping conferences which mitigated cut-throat competition. These were the 
three essential ingredients in the company’s growth and financial success, but, as 
Malcolm Falkus is not a shipping historian, it is perhaps natural for him to pay 
most attention to the management aspects. From the beginning members of the 
family played a pre-eminent role though, in order to maintain efficiency, they had 
to compete with outsiders for appointment to management posts. The founder, 
Alfred Holt, aimed for perfection, and it became a family tradition to demand a 
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very high quality of service and ships. Managers had to be efficient and to work 
full time and they regarded service to the local community as an important 
adjunct to their commercial activities. Consequently some of Liverpool's best 
known businessmen appear in the book including Alfred and Philip Holt, Sir 
Richard Durning Holt, George Holt, Lawrence Durning Holt, Sir Charles 
Sydney Jones, Sir John Hobhouse, Sir John Nicholson, Sir John Lindsay 
Aledander, Henry Bertram Chrimes and many others. 

The company itself passed through many changes from the early family busi- 
ness to membership of the Ocean Group, where it was linked with other well 
known names such as Glens and Mansfield & Co., and later with Elder 
and eventually with Overseas Containers Ltd. By 1973, Blue Funnel had become 
part of Ocean Transport & Trading, a massive maritime enterprise which diversi- 
fied to include non-shipping business. by 1986 shipping only accounted for a 
quarter of the group’s turnover. The whole of Britain’s shipping was reorganised 
many times into such groups as it had to respond to technological change, 
containerisation, worid wars and the development of other countries’ fleets. Blue 
Funnel was particularly affected by developments in the Far East where its 
main activities were concentrated. Throughout all the upheavals, and despite 
some intense economic depressions, the managers succeeded in maintaining the 
company’s prosperity, although little information is given about actual earnings 
and accounts. 

Unfortunately many of the firm’s records were destroyed in the blitz during the 
Second World War, but the surviving archives are deposited in Liverpool’s Mari- 
time Museum. It is on these archives that the book is based. Academic business 
historians may well regret the paucity of footnote references, which cover less 
than three pages for the whole book. Anyone wishing to follow up the references 
could well be faced with a daunting search. There is however a bibliography and 
some useful appendices as well as indexes of people, places, ships and general 
matters. The book is well written and nicely produced though the price of £40 
could well deter would-be buyers. 


University of Liverpool SHEILA MARRINER 


MIRIAM GLUCKSMANN, Women Assemble: Women Workers and the New Industries 
in Inter-War Britain (London: Routledge, 1990. Pp.x + 325. H/b £30, p/b £10.99). 


Women Assemble is an ambitious book which adds to our understanding not only 
of female labour market participation in the early twentieth century, but also of 
labour market constraints in British industry in the inter-war period. It is thus 
a welcome addition to both women’s and business history; it also makes an 
important contribution to the small but growing literature which integrates the 
two disciplines. Using an impressive array of source material ranging from official 
statistics and surveys to company archives and oral history, Glucksmann’s subject 
of analysis is women in the ‘new’ industries in inter-war England. 

Women Assemble has three goals: to demonstrate that women became the 
central labour force engaged in direct assembly work in the main wealth- 
producing industries of the time; to explore the complex series of links which 
connected changes occurring in and between production and consumption; and, 
finally, to argue that women constituted a distinctive section of the industrial 
workforce and, as such, occupied a strategic position both within the working 
class in general and in relation to capital. 
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In Chapters 2 and 3, Glucksmann contends that women assumed a new and 
heightened significance within the industrial workforce with the advent of mass 
consumer production. She argues that since women represented the preferred 
source of semi-skilled labour and were drawn into factory employment in very 
large numbers, they became the central labour force engaged in direct assembly 
work in the main wealth producing industries in the inter-war years. Interesting 
though this claim may be, its viability must be questioned in the light of doubts as 
to the demarcation between ‘new’ and ‘old’ industries and in terms of recent 
research on the performance and hence centrality of the ‘new’ industries in the 
British economy at this time. Many business historians will not feel happy with the 
assertion that the recovery of British industry from the recession of the 1920s and 
1930s and the success of the new primary sector relied on the labour of the 
hundreds of women who had been actively recruited into these industries. 

Chapters 4, 5 and 6 concentrate on the implications of assembly work in the 
‘new’ industries for the sexual division of labour. The central argument is that 
assembly work involved the emergence of class relations which were new and 
distinctive to it alone and that the sexual division of labour was, in practice, 
intertwined with the technical division of labour. Labour historians will find 
Glucksmann’s analysis of employer control exerted through the payment system 
(based on a prime rate with an in-built effort norm equivalent to the speed of the 
line) particularly interesting. Less convincing is the notion that the origins of 
present-day sexual division of labour in manufacturing industry can be traced to 
the inter-war ‘new’ industries. Those conversant with practice in nineteenth- 
century industry will feel a strong sense of déjà vu in reading these chapters. 
Likewise the reasons why women rather than men were employed on assembly 
work and why women were not employed in assembly work in the motor industry 
could be explored in greater depth. Questions of possible wage rigidities and 
trade union constraints in British industry at this time merit more detailed 
consideration. 

Chapter 7, which deals with women as the main purchasers and consumers in 
the domestic economy, is a welcome addition to our understanding of the market 
for the products of the ‘new’ industries. Her proposition that attention should be 
focused on women as final consumers is surely correct. The analysis is, however, 
problematic in some respects. The women who produced the goods were young, 
unmarried working-class females. Those who consumed them were, in the main, 
married middle-class females. Working class women who left employment in the 
‘new industries on marriage were, on the whole, unable to afford the ‘new’ 
products. Cohort analysis on the lines of recent American research would have 
helped in this respect. Nor was there a straightforward substitution of capital for 
labour in middle-class homes — many middle-class women bought electrical goods 
to make their ‘dailies’ more efficient. Producer and consumer did not match as 
comfortably as Glucksmann would infer. The two sides of the circuit were 
inextricably linked, but the circuit was complicated by class, age and marital 
status. 

Women Assemble is an important contribution to both business and women’s 
history and opens up important avenues of research for our understanding of the 
inter-war labour market. Glucksmann has surely realised her stated intention of 
opening up new questions and suggesting new ways of exploring them. 
University of Leeds SUE M BOWDEN 
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GIANNI TONIOLO, An Economic History of Liberal Italy, 1850-1918 (translation 
by Maria Rees) (London: Routledge, 1990. Pp. xv + 181. £35). 


The remarkable performance of the Italian economy during the 1950s and 
1960s and its current resurgence has fuelled interest in the origins of Italian 
industrialisation. An army of econometricians is engaged in quantifying the 
course of economic indicators since the mid-nineteenth century. The outstand- 
ing work of Fenoaltea in this field is not yet complete; and Toniolo’s book 
represents an interim report which, by his own admission may be soon super- 
seded. Revisionism may be indicated, but cannot yet be confirmed. 

Adding the results of a number of enquiries to his own, Toniolo specifies the 
progress of a number of variables, but pursues the analysis further than previous 
writers by examining the impact of political change on economic activity. The first 
part of the book considers Italian economic experience in the context of growth 
models. While emphasising the inadequacies of existing data which preclude 
comprehensive conclusion, Toniolo confirms several strands of conventional 
wisdom: namely substantial growth of product after 1896 especially in the high 
potential industries of chemicals and engineering; high rates of investment; 
important qualitative changes in financial institutions and a generally low capital/ 
product ratio even in the Giolitti years. On questions of welfare and total factor 
productivity, gaps remain. 

Toniolo proceeds to explore, chronologically, the political economy of the ‘two 
Italies’. Before unification, which was accompanied by a desire for economic 
development, Italy had discarded many vestiges of a traditional economy. Dis- 
appointing growth, notably in the modern industrial sector, characterised the 
period of right-wing government in the 1860s and 1870s, and regional disparities 
remained substantial. Expansion of new industries accompanied the depression 
and a move to the left which favoured tariff protection and financial innovation. 
The early 1880s were marked by industrial stagnation and banking failure, 
reversed during the subsequent Giolitti era when the Italian economy, along 
with many others, enjoyed prosperity and expansion. Toniolo examines this 
undisputed Golden Age in the context of the Lewis model of growth emphasising 
an income distribution in favour of profits. French-style banking was replaced by 
an improved system imitating the German banks; and although the traditional 
industries continued to provide the mainstay of the production index, industrial 
growth was fastest in the new sector. A generally favourable economic policy was 
powerless to remove the ubiquitous north-south divide which widened in the face 
of overall growth. 

The substance of this book is unexceptionable. It introduces subtle shifts to 
existing knowledge but is far removed from the overhaul that Toniolo assumes to 
be around the corner. Toniolo’s real contribution lies in the presentation of 
quantitative analysis enlightened by discussions of policy and politics. This is most 
clearly revealed in the final chapter where Toniolo questions the true success 
of an epoch that gives way to a fascist dictatorship. Borrowing from the myriad 
theoretical approaches to this sensitive subject, and on the broader theme of 
categorising Italian economic development, Toniolo concludes that even after 
years of impressive growth, Italy remained backward in the European contest, 
reflecting 60 years of ruling-class failure. Only after the Second World War did 
real catching up occur. 

In this well written and compelling piece, Toniolo has incorporated views of the 
most eminent scholars of Italian economic history (with the curious exception of 
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Jon Cohen). It will maintain its place in the literature even after the deliberations 
of Fenoaltea et al. appear in print. 


University of Leeds KATRINA HONEYMAN 


MANUEL J. PELÁEZ, (ed.), Historia económica y de las institutiones financieras en 
Europa. Vol. XII of Estudios interdisciplinarios en homenaje a Ferran Valls i 
Taberner con ocasión del centenario de su nacimiento (Barcelona: Cátedra de 
Historia del Derecho y de las Instituciones. Facultad de Derecho. Universidad de 


Malaga, 1989. Pp.3345-3629. (No price given). 


This mixed bag of 12 essays forms part of a projected 20-volume centennial tribute 
to the distinguished Catalan academic and sometime politician Ferran Valls i 
Taberner (1888-1942). They are published here in four languages (Spanish, 
Italian, French and English) under tht title ‘Economic History and Financial 
Institutions in Europe’. The period covered is the last millennium. Many of 
the contributions seem to be abbreviated versions of material that has already 
appeared elsewhere. Pedro Voltes’ short piece of the Barcelona Universal 
Exhibition of 1888 originates from a single source, the regional newspaper La 
Vanguardia. Terry Gourvish’s account of the genesis of state-owned enterprises 
in the United Kingdom — transport, coal and industry —is a nicely written synthesis 
of the major literature, obviously intended for the general reader. Other scholars, 
including Nilda Guglielmi writing on the position of single women in central and 
northern Italy during the late Middle Ages, and Fulvio Babudieri on the progress 
of Trieste as a trading centre under Habsburg rule in the two centuries before 
outbreak of the First World War, offer us the findings of their own impressive 
archival researches. Seven of the 12 contributions deal with the Middle Ages, 
while Spain features prominently in five essays and Italy in four of them. 

It is indeed difficult to discern what main themes hold together this collection of 
disparate articles. The editor, Manuel Paldez wisely rejects any attempts whatso- 
ever at summarising their content. Instead he tells us a little about the eventful life 
of Professor Valls i Taberner, a former deputy in the Spanish Parliament, where 
he represented the centre-right Lliga Catalana, and author of approximately 400 
publications. Forced to abandon his native Catalonia during the Spanish Civil 
war, Valls i Taberner sought refuge in Italy, before returning to Barcelona in 1939 
to take up the chair of World History. When this series of volumes is complete, 
7,000 pages of interdisciplinary studies will have been produced to commemorate 
his multifarious achievements. 

University of Manchester JOSEPH HARRISON 


HIROAKI KUROMIYA, Stalin’s Industrial Revolution: Potitics and Workers, 1928— 
1932 (Cambridge: Cambridge University Press, 1988. Pp. xviii + 364. £27.50). 


In recent years a radical re-appraisal of Stalinism has emerged m the West, 
focussing on its social dynamics and advanced chiefly by practitioners of the ‘new’ 
social history. The economic transformation that occurred in the USSR from the 
end of the 1920s has been well charted and analysed by economic historians, 


BOOK REVIEWS 207 


a detailed political and social history in English of the First Five Year 
Pian (1928-32), the initial phase of the Stalin industrialisation drive, has not been 
available until the publication of the present work. 

After a brief introduction which places the study in the context of developments 
during the New Economic Policy of the 1920s, the argument is developed in four 
parts, divided chronologically. The core of the book consists of eight chapters and 
concentrates on the period 1928-30. The first four, focussing on 1928-29, cover 
the purges in the party, trade unions and government institutions, the shake-up of 
industrial enterprises, the ‘crisis of proletarian identity’ and the emergence 
of a new proletariat. The remainder, devoted to 1930, examine the crisis of 
industriahisation, the role of managers, party and trade unions and their inter- 
action with shock workers, the transformation of the labour market, and conflict 
and cohesion among workers. An initial chapter discusses the move ‘From NEP 
to the Socialist Offensive’ (during 1927-28) while two final chapters focus on the 
move towards the ‘restoration of order’ between 1931-34. An Epilogue and 
Conclusion (Ch. 11) is followed by an Appendix which attempts to define who 
comprised the shock workers. 

The use of ‘class war’ in the social and cultural sphere has been one of the 
hallmarks of recent Western social history writing on the 1930s and ipso facto 
broadens the responsibility for Stalinism to a much wider circle. Extending 
the parameters of this type of analysis, the author’s argument is underpinned 
throughout by the view that the concept of ‘class war’ was used by the leadership 
in the drive to mobilise resources for rapid industrialisation. Kuromiya provides a 
wealth of evidence to support his contention, diligently listing the various 
groups within Soviet society which countenanced such a view. It was accepted by 
Stalin’s supporters within the party (although precisely who these are deserve 
clarification), state organisations, trade unions, and members of the industrial 
administration, and was manifested in the anti-peasantism and anti-market 
reactions that were characteristic of older, skilled workers in particular. Members 
of the Young Communist League (the Komsomol) together with younger middle- 
level employees in state and economic organisations and regional party bosses 
welcomed this return to the revolutionary fervour that had so dominated the years 
1918-20. Blinded by idealism in their desire to revive the commitment to build 
socialism and finally liquidate the NEP, they accepted the claim that there were 
‘wreckers and saboteurs’ and ‘class enemies’ in their midst while propaganda 
asserting that the Soviet Union was under threat from within as well as from 
without, struck a sympathetic chord with urban workers experiencing unemploy- 
ment and an economic downturn. 

Within this analysis especial importance is attached by Kuromiya to those 
workers organised into model or ‘shock’ brigades who were to act as a vanguard in 
promoting ‘socialist competition’ as well as social and political mobilisation. 
These ‘shock workers’ were critical to both the industrialisation drive and the 
Stalin group since ‘they helped the political leadership accelerate the tempo of the 
drive, promote industrial modernization, reorganize the factory troika along the 
lines of one-man management, and select ambitious, competent and politically 
reliable young workers for promotion’ (p. 127). The subsequent analysis of the 
delegates to the All-Union Congress of Shock Workers held in Moscow in 
December 1929 suggests that their leaders were mainly young (below 30 years of 
age), skilled males of proletarian origin who had first entered industrial work 
in 1918-25 and had thus acquired some work experience and skills by the late 
1920s. Predominantly party and Komsomol members (with a great majority being 
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‘activists’, holding elected posts in soviet, party, union and other organisations), 
they possessed a higher than average level of education and ‘were in a position to 
be critical of both the work culture of older workers and the peasant culture of 
new arrivals from the countryside’ (p.323). Willingly answering the call of the 
party, these shock workers mobilised the resources for industrial development. 

The work is further confirmation that the Stalinist economic transforma- 
tion was accomplished not merely through coercion but also through genuine 
enthusiasm, based on the belief that a better, alternative system could be created 
to that which appeared to be at its nadir in the West. This enthusiasm helped in the 
acceptance of economic and social shortcomings that accompanied the industrial 
transformation — rationing, a desperate shortage of accommodation, appalling 
work conditions and poor transport and social service. The author has provided a 
thoroughly researched and well argued study that will provide a useful additional 
dimension to the continuing debate about Stalinism. He should further be con- 
gratulated on producing a highly readable account of the political and social 
aspects of the early phase of Soviet industrialisation which should prove of 
interest to economic historians and economists alike. 


School of Slavonic and East European Studies, 
University of London JOHN CHANNON 


HANS-JOACHIM BRAUN, The German Economy in the Twentieth Century: The 
German Reich and the Federal Republic (London and New York: Routledge, 
1990. Pp.xi + 279. £35.00). 


Braun’s book is a survey of German economic history from 1871 to 1945, and from 
1945 to 1985, of the Federal Republic of Germany (FRG). He does not consider 
the economic history of the German Democratic Republic because Routledge 
have commissioned a separate study. 

As stated in his introduction, the main focus of Braun’s book is not on the 
relationship between the Reich and the FRG, but on the Reich first, and the FRG 
second. Like many West Germans, Braun is keen to stress the hiatus between pre- 
1945 Germany and the FRG. Not everyone would agree that there was such a 
clean break in 1945. Nonetheless, Braun does recognize that there are several 
trends in recent German economic history which stretch across the whole of the 
twentieth century, which he regards as common to all Western industrialised 
economies. ; 

The first half of Braun's book provides a survey of the economic history of the 
German Reich in chronological order. Unlike some economic histories, it does 
not miss out the First and Second World Wars. Braun considers the 1939-45 
German economy at considerable length. This makes his study an important 
contribution to the general literature. Braun’s survey is very comprehensive. The 
section on the economy of the Third Reich is particularly useful, in that it is much 
broader than in most surveys. Its only drawback is in its consideration of the Four 
Year Plans. Braun fails to point out that there were two consecutive plans. 

The second half of this study relating to the FRG adopts a different approach 
after a consideration of the period 1945-48, although it is not clear why. While 
once again Braun’s coverage of events is comprehensive, for pon-German readers 
(particularly students) a chronological approach might have been more appro- 
priate. For the period from 1949 to 1985 Braun considers in turn economic 
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growth and fluctuations; economic doctrine and policy; public finance; capital 
and labour; structural change; and lastly foreign trade. He does not provide us 
with a conclusion, although it is quite clear that he has interesting opinions on the 
contemporary West German economy. For example, Braun believes that the 
current debate on the FRG’s alleged widening ‘high technology’ gap provides a 
misleading view of contemporary West German technology. While the FRG has 
lagged behind in designing and manufacturing microcircuits, her industry has 
normally been quick in putting them to work in its products. 
- Braun has used a wide range of both German and English secondary 
sources, although, in common with most FRG historians, he has made little use of 
GDR secondary sources. Within the text there is a critical review of many of the 
historical debates provided by these sources. Unlike some studies by German 
economic historians, this book is not a translation of a German language text into 
English. Braun wrote it in the language of his intended readership. Unfortunately 
in a few places in the text, German appears to have influenced Braun’s expression 
in English. This has resulted in some rather dense sentences, a number of which 
are rather meaningless without some knowledge of the German language. 
This book will undoubtedly prove to be a valuable student textbook for courses 
on twentieth-century German economic and business history. However, unfortu- 
nately, m common with the other books in Routledge’s economic histories of the 
twentieth century, it is only available in an expensive hardback. 


Wolverhampton Polytechnic RICHARD A. HAWKINS 


PETER J.T. MORRIS, The American Synthetic Rubber Research Program (Phila- 
delphia: University of Philadelphia Press, 1990. Pp.xii + 191. £33.20). 


During World War II the United States was deprived of access to supplies of 
natural rubber from South-east Asia and both the military effort and the civilian 
economy faced the prospect of grinding to a halt as tire supplies dwindled. The 
response was a mixture of rationing, greater recycling of rubber, the promotion of 
new supply areas, and the government-financed development of a synthetic 
rubber industry. By the end of the war the United States possessed substantial 
synthetic rubber capacity which was eventually sold to the private firms which had 
operated the wartime plants. Morris’s study concentrates on one aspect of this 
remarkable development: the government-sponsored synthetic rubber research 
programme between 1942 and 1956. He describes the programme and evaluates 
its effectiveness. More generally Morris uses the programme as a test of the 
results of government support for scientific research and innovation compared to 
reliance on corporate research in competitive markets. 

The development of synthetic rubber during the war has been studied recently 
by Vernon Herbert and Attilio Bisio, but Morris’s narrower focus is an interesting 
complement to their overview. His approach fits most readily into the history of 
science and technology alongside studies of American research and development 
such as Reich’s work on Bell and General Electric or Smith and Hounshell’s new 
book on DuPont. Morris’s book is concise, consisting of some 142 pages of text 
plus an appendix on polymer chemistry and a detailed bibliography. It blends 
a wide range of sources, including material from federal agencies, company 
records, oral interviews, journals, and secondary sources. The discussion is 
well organised and contains much of interest, though occasionally the technical 
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information becomes a little daunting. The collection of oral interviews with 
participants in the research programme is a particular strength. 

Morris is careful to balance the strengths and limitations of the research 
programme, and to identify the context in which it operated. There are some 
brief, but interesting, comments on the different characteristics and preoccupa- 
tions of the research laboratories of the leading rubber companies, the Bell Labs, 
the National Bureau of Standards, and the various universities involved. Even 
wartime co-operation could be highly circumscribed: Goodrich maintained a 
physical separation between its researchers on the government programme and 
its own corporate research team. He offers some revisions to Robert Solo’s highly 
critical evaluation of the synthetic rubber policy. Morris concludes that the rubber 
research programme fulfilled its immediate wartime remit of assisting in the rapid 
creation of an industry supplying an all-purpose synthetic rubber which was 
manageable in the tire factories and serviceable in its final uses. However he 
suggests that the programme yielded incremental and ‘semi-radical’ innovations 
rather than major new departures. The latter he argues were primarily due to 
independent corporate research. In part the government programme’s emphasis 
on the sharing of information reduced incentives to innovate and, in part, the 
firms were independently minded. In the post-war era the programme’s contri- 
butions were, in Morris’s view, rather marginal to the development of polymer 
science as a new technology and a scientific discipline. He concludes that radical 
innovation will be promoted most effectively by the private sector. Given the 
post-war rise of military_industry co-operation, the synthetic rubber programme 
is a useful case study, and Morris refers briefly to the increasing influence of the 
Department of Defense. The book is well suited to courses on the history of 
science and research. 


University of Glasgow MICHAEL FRENCH 


RICHARD F. HIRSH, Technology and Transformation in the American Electric 
Utility Industry (Cambridge: Cambridge University Press, 1990. Pp. xiv + 274; 
illus.; £27.50, $37.30). 


The main intention of this book is to consider how technological stagnation 
contributes to industrial decline, with particular reference to the American 
electric utility industry since the early 1970s. To facilitate this Richard Hirsh uses 
the concept of technological ‘statis’ which he explores in some detail within the 
context of models of technological progress. For Hirsh, statis represents the end 
of advances of a technical nature within a given process technology, but is not 
simply a technical phenomenon. It is a problem of complex systems, and has 
social and managerial as well as technical dimensions. In a number of industries, 
he argues, the notion of statis helps us understand how and why these industries 
reach apparent limits to technological improvement. 

Before discussing statis with respect to his chosen industry, Hirsh describes the 
history of the industry in the United States from its managerial and technological 
foundations in the late nineteenth century to the height of its success, in the 1960s, 
and it is perhaps this section of the book which wili be of most interest to most 
business historians. Hirsh’s account is unashamedly one of the progress and 
success of the industry during those decades. As electricity became the motive 
force of other industries and of the home, the electric utility industry grew very 
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rapidly, and was exploited with increasing success by successive generations of 
managers. The key characteristics of this progress were that it was continuous and 
incremental rather than spasmodic and dramatic. The other obvious feature 
which pervades Hirsh’s account of the history of the industry is the apparently 
unproblematic nature of the industry’s progress. It is not difficult to accept that 
succeeding generations of managers might have complacently accepted this as the 
norm; it is more of a problem to accept Hirsh’s equal complacency. There is, for 
example, almost no discussion of competing fuels for electric power, leaving 
me uncertain as to whether the whole topic was completely uncontroversial or 
whether Hirsh himself does not consider the subject important. 

Part of the explanation for Hirsh’s reticence in such areas might be that he 
needs to establish the steady, continuous and straight forward technological 
progress in the utility industry during its main period of growth before he is able to 
make use of his concept of statis to explain the industry’s subsequent collapse. 
That is, because managers had become accustomed to continually improving 
technological (and associated economic) performance, they completely failed to 
recognise the signs of technical difficulty. When limits to technological improve- 
ment were reached in the late 1960s and early 1970s — such as limits to the 
temperatures and pressures which could be achieved within turbines, resulting 
from the metallurgical properties of materials from which the units were built — 
managers ignored the implications of these problems. At the same time outside 
factors, in particular the inflation associated with American involvement in the 
Vietnam war, were affecting the economy as a whole, and it was these rather than 
internal technical issues which dominated the thinking of utility managers. 

While Hirsh’s account of growing crisis in the American electric utility industry 
is often perceptive, it is not obvious that his concept of statis is particularly helpful 
to our understanding of the decline in that industry. He offers a model of decline 
which is very neat, but, as with many such models, historians may find it too neat 
to be acceptable. Nevertheless, the book provides important insights into the 
enormous problems facing the American electric utility industry; it is clearly 
written, well indexed and referenced, and in places delightfully illustrated with 
contemporary cartoons. For these reasons it is a welcome contribution to the 
debates on technical progress. 


Agricultural and Food Research Council, Swindon MARI WILLIAMS 


JAMES MILLER, The Baseball Business: Pursuing Profits and Pennants in Balti- 
more (Chapel Hill: University of North Carolina Press, 1990. Pp. x + 382; illus.; 
$24.95). 


The subject of baseball has changed, from one which few serious historians or 
economists would touch a few years back to one that has most recently become 
the focus of an increasing number of scholarty works. Part of the reason for this is 
the fact that baseball has truly become ‘big business’, with profits (as opposed to 
victories) just as important to management as in any other business enterprise. 

James Miller’s book is the latest of such scholarly works. It traces the history of 
the modern-day Baltimore Orioles team from its beginnings in 1954 to the 
present. As followers of baseball are well aware, the Orioles are probably the 
most successful baseball club of the last several decades in terms of playing field 
accomplishments. This is ironic since, prior to moving to Baltimore in 1954, the 
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team was the St Louis Browns, one of the most inept ball clubs in baseball history. 
But Miller’s book is more than just a history of the team’s omthe-field per- 
formance. It is a history of the franchise, and it traces its evolution from com- 
munity to single ownership through major league baseball’s turbulent years of 
changing relations with its players, with blacks, with local governments, and with 
the minor leagues. 

Strange as it may seem to many outside observers, it has only been since 1976 
that major league ballplayers have had the right to negotiate with more than one 
team for their services — and even then, only after six years of major league 
experience. Formerly, baseball was the classic case of a monopsony labour 
market. Since the monopsonistic structure has been modified, players’ salaries 
have soared; and baseball players (even many mediocre ones) are now America’s 
newest millionaires. Curiously, as Miller points out, baseball fans have been far 
more likely to side with the owners than with the ballplayers in salary disputes. 

Race relations have been somewhat of a blemish on the record of America’s 
national pastime, and Miller provides an incisive chronicle of developments in 
this area. Until Jackie Robinson broke the ‘color barrier’ in 1947, no black had 
ever played major league baseball, and even after that integration was quite slow. 
This was particularly so in Baltimore, where as late as the mid-1960s Frank 
Robinson (one of the top players of his day and a hero to Baltimore fans) could 
not find housing in white neighborhoods because of his race. 

All in all, Miller’s book is a detailed, yet quite lively, chronicle of the trans- 
formation of a baseball franchise, and of baseball itself, into the modern era. He 
has relied heavily on primary sources (Baltimore records repositories, memoirs, 
personal interviews) and on the press (particularly the sporting press) in his 
research. Interestingly, The Baseball Business was published shortly after another 
excellent work of a similar title — The Business of Major League Baseball, by 
Professor Gerald W. Scully of the University of Texas at Dallas. Scully's approach 
is more that of the economist than the historian, however, so I would consider two 
books to be complements rather than substitutes. 

I believe that the appeal of Miller’s book will not be limited to fans of baseball, 
although those who do not follow the game might feel inundated at times by the 
sheer number of names of baseball personalities. Miller has also interspersed an 
interesting collection of anecdotes and quotations that even non-aficionados will 
find fascinating. One such anecdote is associated with Bill Veeck, the owner of 
the St Louis Browns just before their move to Baltimore. The team was plagued 
by its usual poor on-the-field performance and by even poorer attendance. One 
day after Veeck had invited an acquaintance to come see the Browns play, the 
acquaintance replied by asking, ‘What time does [the game] start?’ Veeck’s 
answer was, ‘What time’s convenient?’ (p.21). 


Lehigh University ROBERT J THORNTON 


MARTIN CHICK (ed.), Governments, Industries and Markets: Aspects of 
Governmens-Industry Relations in the UK, Japan, West Germany and the USA 
Since 1945 (Aldershot: Edward Elgar, 1990. Pp. viii + 229; £38.50). 


This is one of the first books in the New Business History Series with Geoffrey 
Jones as general editor. In his brief preface Jones says the series will focus on 
‘thematic, conceptual and comparative studies of the evolution of business’. This 
particular book certainly fits that designation. Its theme is government — industry 
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relations in all their variety, the authors are to varying degrees conceptual rather 
than descriptive in approach, and the treatment is often comparative, though all 
the chapters concentrate on single countries — and eight out of 12 are largely 
concerned with Britain. 

Within this broad framework the essays are extremely variegated. The three 
which focus on the USA, Japan and West Germany are largely concerned to 
give a broad brush characterisation of government~industry relations in those 
countries. Victor on the USA charts the ebb and flow of regulation, and con- 
cludes by characterising the present situation as ‘regulated competition’ which 
he regards as an unworkable hybrid between thorough regulation and free com- 
petition. Whilst indicating some of the problems of such a regime — basically 
inadequate information, inadequate authority and inadequate incentive — the 
radical conclusion on the unworkability of such a compromise is rather tacked on 
to a fairty straightforward history of US regulation. 

In his chapter on West Germany, Abromeit successfully describes (even if he 
cannot fully account for) that country’s combination of social market rhetoric and 
quite widespread government-—industrial policy by another name. But he also 
reinforces the widespread perception that what is most unusual in the German 
case is that the banks have played much of the strategic role in industry played 
elsewhere by governments. 

Samuels’ essay on Japan uses the energy industry to argue successfully that 
many treatments of that country have exaggerated the capacities of the Japanese 
state vis-a-vis industry. Rather than state domination, he argues, the situation has 
been one of ‘reciprocal consent’ in which the Japanese bureaucracy negotiates, 
and not always successfully, with big firms. 

The essays on Britain are similarly various in their focus. Forrest Capie usefully 
summarises the broad history of banking regulation, Stephen Wilks the history of 
government relations with the car industry. Michael Moss analyses the Scotch 
whisky industry, suggesting inter alia how the post-war forcing of the industry into 
dollar markets benefited it in the post-war years. Wyn Grant offers a more 
contemporary account of government-industry relations in chemicals. Geoffrey 
Jones and Roger Sugden discuss British government policy on foreign multi- 
nationals. Whilst Jones offers a carefully documented history, Sugden offers a 
brief polemic against the welcoming policies pursued by British governments. 
Whilst Jones is by no means a polemicist for the multinationals, he does cite 
evidence of beneficial effects. Whilst Sugden is right to be sceptical of the scale of 
these benefits, his arguments are thin and largely undocumented. 

Martin Chick’s own chapter on the attempt to introduce peak-hour pricing in 
electricity in the late 1940s is an interesting example of the incapacity of govern- 
ment to control nationalised industries, though the political case against such 
a policy also appears a strong one. The most idiosyncratic essay is by Rob 
Bryer, who mixes functionalist Marxism and capital markets theory to argue that 
socialists miscalculated the nature of the opposition to the first nationalisation 
of iron and steel in the 1940s. For him steel nationalisation was so flercely 
opposed because of the place of steel in the well-developed portfolio of the typical 
capitalist. This bizarre and reductionist argument is nevertheless based on a wide 
range of research on the industry. 

In his introductory chapter Martin Chick attempts to at least suggest some 
common threads in these papers. He puts most emphasis on information 
asymmetries between firms and governments in explaining the difficulties and 
complexities of government regulation of industry. But whilst this is a valid pomt, 
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and one echoed in several of the chapters, not much is actually done with the idea 
and it does not serve to unify this collection. In sum, this is a set of diverse essays, 
mostly of a high quality, but which does not add up to more than the sum of its 
parts. Specialists will find much of interest here, but the text docs not claim to be 


and is not a comprehensive treatise on government4industry relations. 
Brunel University and London School 
of Economics, Business History Unit JDA TOMLINSON 


JOEL MOKYR, Twenty-Five Centuries of Technological Change: An Historical 
Survey (Chur, Switzerland: Harwood Academic Publishers, 1990. Pp. viii + 142. 
$38.00). 


Joel Mokyr has prepared an interesting and concise text book style summary of 
technological change since ancient classical times. It is essentially an historical 
description of some of the more significant landmarks of technological develop- 
ment, about half of which is devoted to the 1750 to 1914 period. Some com- 
parisons of technological creativity in different societies and at different times are 
drawn, but Mokyr is perhaps understandably reluctant to come to any general 
conclusions as a result. The book can therefore be seen either as an introduction 
to the subject, or alternatively as a guide to the kinds of questions that historians 
of technological change might wish to raise, rather than for the answers it provides 
to them. 

Two analytical points seem to emerge most clearly. The first is his criticism of 
neoclassical economics for its focus on the problem of how to allocate scarce 
resources. In this case there is no such thing as a ‘free lunch’ since more of one 
good means less of some other, given the resource constraint. However, techno- 
logical change provides a ‘free lunch’ by alleviating the resource constraint, 
raising the overall productive power of society even if the level of resources 
remains unchanged. Mokyr’s emphasis of this argument reflects his principally 
macroeconomic perspective, looking at the system wide connections or spillovers 
between innovations, and at their overall impact on national or regional per 
capita incomes. Someone with a more microeconomic perspective might take a 
somewhat different view. For example, Mokyr explains how technology:should 
not be confused with scientific knowledge; the relevant knowledge was often 
available long before inventions themselves came about, since they awaited the 
necessary technical ability, practical skills and supporting or complementary 
technologies. So publicly available knowledge does not provide a ‘free lunch’ for 
an individual firm or inventor. They must still incur the costs of developing 
operational technologies, which are to some extent specific and not easily trans- 
ferred to others. 

Secondly, Mokyr distinguishes between microinventions, which represent 
incremental improvements, and macroinventions, that relate to discontinuous 
jumps or radical advances. Of these, Mokyr seems to attach greater significance 
to macroinventions in the historical sense that they constitute the basis for fresh 
waves of technological creativity under the right social conditions, but he is clearly 
happier in dealing with microinventions at an analytical level. He argues that 
existing theories of technological change, such as those of Rosenberg which 
emphasise sequential problem solving, are directed only to an explanation of the 
path of microinventions. It is unfortunate that he does not seem to appreciate that 
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the recent theories of economists such as Freeman and Dosi have been concerned 
precisely with the analysis of macroinventions. They have attempted to address 
the issue of why it is that most technologically creative societies tend to remain 
pre-eminent for only limited periods, and why technological leadership changes 
from time to time. Mokyr seems to believe that this kind of question may not be 
capable of being answered analytically. Perhaps the main challenge which his 
book raises, though, is how to begin to combine the micro and macro theories of 
technological change in a way which is useful in historical study. 

Overall, Mokyr has given us a welcome addition to the literature. Perhaps the 
most disappointing feature of it is that his story comes to a rather abrupt halt in 
1914, on the grounds that technological change in the twentieth century has 
become much more rapid and complex. Given his already ambitious task of 
covering 25 centuries in under 100 pages, it hard to imagine that it would be much 
more ambitious to cover 1914 to 1980, although it may have taken him over his 
publisher’s word limit. Despite this, the book will appeal to business historians 
with an interest in technological change who would like to place their own 
research in a rather wider context. 


University of Reading JOHN CANTWELL 


DAVID W. GALENSON (ed.), Markets in History: Economic Studies of the Past 
(Cambridge: Cambridge University Press, 1989. Pp. 354. H/b £30.00, p/b £10.95). 


As business historians painstakingly strive to develop their subject into a fully 
fledged discipline, with its own objectives and methodology, they clearly benefit 
from studying comparable academic efforts being made in related subjects. Most 
notably, economic history should be helpful both in providing a general frame- 
work within which business history can be set, and in showing how theory can 
enrich empirical findings. As Roderick Floud and Donald McCloskey stated in 
the preface to the Economic History of Britain since 1700 (1981), economic 
History has progressed from being just a ‘story’ into becoming a sequence- of 
questions, some capable of being answered and some not. ‘It is the search for 
answers, and for the best way to seek answers’, they continued, ‘which gives 
[economic history] both its justification and its interest’. 

To some extent the book under review reflects this more analytical approach to 
economic history. Its stated aim is to present case studies which treat problems 
central to economics and economic history alike, as a bridge-building exer- 
cise between the two subjects. However, the six studies turn out to be rather 
disparate. Two are on English topics — the open field system to 1815 by McCloskey 
and a further recycling by Lance Davis and Robert Huttenback of a section of 
their Mammon and the Pursuit of Empire (1986) — and four papers on various 
aspects of the US economy, such as slavery, whaling and the income status of 
blacks. All six suffer from being on an unduly lavish scale, from 41 to 115 pages 
long, and brimming with facts: unpalatable details of whale-slaughtering tech- 
niques (pp. 142-8), for instance, and the principles on which the property of a 
deceased Mormon spouse was distributed among his several wives (pp. 177-8). 

Some use is made of theory. McCloskey refers to Coasian market failure when 
exploring the persistence of farming in scattered strips, which cost the peasant 
maybe 10 per cent as against consolidated fields; however, it was any market in 
insurance that was lacking until more sophisticated farming methods reduced 
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risks between different types of land. Galenson demonstrates the efficiency of the 
market for labour in colonial America, achieving an appropriate balance of free 
and slave workers to permit farmers and planters to minimise labour costs and 
hence most effectively to exploit their economic opportunities. Davis, Gallman 
and Hutchins see the whaling industry as a collection of fairly small firms, with 
relative factor prices determining the combinations of factors employed. More- 
over, external changes forced the whaling ‘firms’ to adapt their technology, factor 
prices and so on. Several articles stress the crucial nature of information. Agents, 
for instance, kept the Royal African Co.’s head office acquainted with the state of 
West African slave markets, to ensure a suitable mix of slaves required. Whaler 
captains were highly adept at discovering the best hunting grounds for the type of 
whaling in which they were engaged. 

However, the problem with this book is that the reader has to extract such 
useful nuggets from the ample narratives, while no attempt is made to compare 
and contrast in order to fulfil the book’s declared intention. An introduction by 
Theodore Schultz deplores the low esteem in which economists hold empirical 
work in ‘historical economics’ — not surprisingly, one might add, if these case 
studies are anything to go by. He also appears to misunderstand what economic 
analysis is seeking to do; in his words, ‘research agendas that satisfy the existing 
theoretical economics can be the death of creativity in historical economics’. If 
that were so, why is it that even these studies suddenly leap into life when the 
authors concerned pause for a moment and pose questions in order to find their 
bearings? In the opposite direction, many economists have investigated historical 
events very fruitfully. Even when they drew conclusions not upheld by later 
research — Keynes was a culprit here — at least, they have shown the interacting 
nature of the two subjects. It is to be hoped that further volumes of this kind will 
comprise briefer studies and a more searching commentary. 


University of Reading T.A.B CORLEY 


REUVEN BRENNER with GABRIELLE A. BRENNER, Gambling and Speculation: A 
Theory, a History and a Future of Some Human Decisions (Cambridge: Cam- 
bridge University Press, 1990. Pp. xi + 286. £25). 


This book offers a survey of the history of gambling, the reasons for its popularity 
as well as opposition to, and suppression of, such activities. It also seeks to explain 
why forms of gambling have recently come to be tolerated legally and socially. 
These subjects are dealt with in six major chapters, which are supported with 
three appendices and comprehensive notes and bibliographies. Indeed, the text 
proper extends to 142 pages, only half the total length. I found the analyses of the 
history and political attitudes more convincingly presented than the motivation of 
the gamblers. However, I confess to being baffled by the algebraic expressions in 
the explanatory appendix. The authors’ intentions, on the other hand, are per- 
fectly clear and stated early. They see gambling as having no socially or morally 
injurious effects. 

The book begins with a history of lotteries. In fact lotteries figure very 
prominently in the authors’ perception and consideration of gambling. Although 
they are by no means ignorant of other gambling media they perhaps pay 
them insufficient attention. Otherwise their evidence is comprehensive and wide 
ranging; there are numerous biblical references and others to the ancient world. 
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They point out that, in the remote past, the casting of lots (even using dice) was 
often a means of reaching decisions or exercising judgment rather than gambling. 


been permitted again in those countries, and they were never abolished in much 
of Europe. 
Most of the detailed modern evidence comes from the USA and Britain; the 


the greatest fluency. They argue against there being any proven link between 
gambling and crime, save for the fact that organised crime has been attracted to 


convincing- 
ly, has been with the maintenance of social order and distribution of wealth. By 
definition these would be threatened if fortunes could be won and lost by chance. 
In the recent past governments have moved from restricting gambling through 
exploiting it via lotteries (USA) or taxation (UK). 

For all its thoroughness this book is not likely to be of central interest to the 
historian of business. That is not its focus nor, as far as I may judge, its intent. It is 
primarily concerned with social and legal change. There is little consideration of 
the business or economics of gambling. However, in view of the commercial 
interest in various forms of gambling, on both sides of the Atlantic, this may be 
seen as an oversight. 


University of East Anglia ROGER MUNTING 
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Misleading Accounts? 
Pitfalls for Historians 


R. H. PARKER 
University of Exeter 





Accounting records and financial statements can mislead historians (and others) 
as well as help them. Four ways in which this can occur are identified, discussed 
and illustrated: 


accounting exercises and exemplars mistaken for actual transactions l 





Accounting records and the financial statements prepared from them 
(both of which are commonly referred to in the UK as ‘accounts’) are 
an important source of information for historians. They have been used 
in a number of different ways: 


(1) as a source of data about mainly non-economic events which Just 
happen to be recorded in accounts rather than other types of document. 
For example the Minoan Linear B tablets of Crete and Mycense 
although ly the ‘account books of anonymous clerks’ and thus 
‘At first sight ... deplorably dull . . . drab and lifeless’ have never- 
theless been used to derive information not only about craft, industry 
and trade in the Mycenaean world, but also about social structure, 
the administrative system, religion, agriculture, and war.! The writing 
tablets from Vindolanda of c.100 AD are largely the accounts of an army 
of occupation and form a useful addition to other sources of information 
about Roman Britain.2 Much of our knowledge of Shakespeare’s plays 
comes from the account book — misleadingly called a diary — of Philip 
Henslowe. Literary historians have transcribed the household expense 
and income accounts of Swift, and Byron’s life has been illuminated 
through his accounting records.? 

(2) as a source of data about mainly economic events but in the aggre- 
gate rather than about an individual business or other entity. Medieval 
historians have made good use of pipe rolls, manorial accounts and 
building accounts.4 Modern historians have used accounting records 
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and financial statements in their discussions of such diverse issues as 
the wealth of the Tudor and Stuart gentry; the genesis of industrial 
capital in the West Riding wool textile industry; the economic relations 
between the Indians and the Hudson’s Bay Company before 1763; the 
profitability of the Liverpool share trade in the eighteenth century; 
the relative decline of British entrepreneurial performance in the late 
nineteenth century; and the development of takeover bids in Britain 
after the Second World War.° 

(3) as a source of data about economic events relating to a particular 
entity, usually, but not necessarily, a business entity. Good examples are 
the work of de Roover on the Medici bank, Lane on Andrea Barbarigo, 
a fifteenth-century merchant of Venice, and Baxter and Bruchey on the 
late eighteenth- and early nineteenth-century New England merchants 
Thomas Hancock and Robert Oliver.6 Where accounting data are 
plentiful, business history can even be regarded as largely an exercise 
in the analysis of financial statements.’ | 

(4) as a source of information about the techniques and conventions of 
accounting. This may be thought to be mainly the preserve of accounting 
historians, but a number of non-accountants have also contributed 
to research in this area, especially ancient and medieval historians 
with a mastery of languages and palacography beyond that of most 
accountants. Moreover, it has become fashionable for some mod- 
ern accounting historians to claim a lack of interest in accounting 


Accounts can thus be of immense benefit to historians. It is essen- 
tial to remember, nevertheless, that accounting records and financial 
statements, however technically impressive, should, like all other his- 
torical records, be approached with caution. Their authenticity and 
reliability have to be assessed. The purpose of the present paper is to 
are at least four ways in which this can happen. The first concerns 
authenticity: 

1. records appear to represent actual transactions but were in fact 
written up as exercises or as exemplars of good accounting; | 
The next two concern records and statements which were not intended to 
mislead the contemporary user, but may mislead the historian because: 
2. techniques are employed which are misunderstood by the histo- 
3. conventions are employed which are misunderstood by the histo- 

rian; 


MISLEADING ACCOUNTS? 3 


Finally, some accounting records and financial statements may mislead 
the historian because they were intended to mislead contemporary users, 
in that they were either: 


4.(a) deliberately fraudulent, or (b) examples of ‘creative accounting’. 
(The distinction between fraud and creative accounting is rather 
similar to that between tax evasion and tax avoidance.) 


Contemporary users of accounting records and financial statements 
were seldom worried about authenticity but they were concerned about 
reliability. To this end they often took steps to have the accounts audited. 
Until the twentieth century the main objectives of an audit were the 
detection of fraud and error,’ an audit being regarded, in the words of 
an early accounting historian, as a ‘wise precaution against fraud and 
embezzlement’ akin to insuring ‘stock against the ravages of fire’.10 
The audit was as much of persons as of records. The medieval English 
manorial auditor, for example, checked the accounts of cash, corn and 
livestock (the two last expressed in physical quantities) in great detail, 
making sure that all cash and other receipts were fully recorded, all 
expenditure justified and properly authorised, the produce what might 
reasonably be expected and any losses of corn or livestock not due to 
fraud or negligence. In the twentieth century the emphasis of private 
sector audits has moved towards assessing fairness of presentation with 
the auditor ‘a watch dog, but not a bloodhound’ (Kingston Cotton Mills 
case, 1896). In the public sector there has been increasing emphasis 
on economy, efficiency and effectiveness. Whether or not company 
accounts have been audited has depended on both market forces and 
regulation.!! In the UK in the second half of the nineteenth century 
industrial and commercial companies could adopt optional audit require- 
ments — few did so without modification. 12 

Professional auditors who were both competent and independent did 
not emerge in any number until the late nineteenth century. Many audi- 
tors throughout the ages have been neither competent nor independent 
and whilst historians should always ascertain whether or not accounts 
have been audited and for what purpose they should not place too much 
reliance on the auditor’s work. 


Exercises and Exemplars 


Transactions written up as exercises or as exemplars of good accounting 
cannot always be sharply distinguished from actual -transactions. The 
illustrative transaction may even be an actual one or a modification 
thereof, reporting what actually happened but in the form of a text 
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book exercise. Good text book writers have often tried to make their 
illustrative transactions look as authentic as possible. A possible early 
example is the specimen sets of accounts in Ympyn’s books published 


transactions and specimen sets which appear in the text books. Unfortu- 
nately these sets sometimes circulated only in manuscript form and have 


examples which follow, which are set out in chronological order. 

A very early example comes from Crete. Chadwick" has suggested 
the possibility that the tablets from the ‘Room of the Chariot Tablets’ 
at Knossos are not genuine documents but scribal exercises, partly 
because of difficulties of sensibly interpreting their content, which is very 
uninformative, and partly because they are written in a very distinctive 
style, apparently by a number of writers all copying a single style. 
Similarly, historians of the Roman economy have discussed whether 
or not Columella’s calculation of the profitability of viticulture is or is 
not systematically based on a set of actual accounts.’ 

A thirteenth-century account book of Beaulieu Abbey contains a 

annual account not only for each of the abbey’s manor and 
granges, but also for every officer or servant who had funds entrusted 
to his care (some 50 different accounts in all), interspersed with rules 
and tables for checking the accuracy of the accounts and the honesty 
of the officials. The account book has been described as ‘perhaps the 
most inary monument to survive of the early history of private 
accounting in England’ .16 The book is clearly. a set of specimen accounts 
intended as a guide to accounting and auditing in future years. But do 
the accounts report actual transactions? Their transcriber has no doubt 
that the accounts are authentic, mainly on the grounds that the names 
in the accounts are of real persons whose existence can be verified from 
other contemporary documents.!7 | 
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1567-68 has also been mistaken for the journal of an actual busi- 
ness. 18 

A journal and ledger, dated 1722, apparently kept in Amsterdam 
by the 17-year old Robert Dugard IV of Rouen, are regarded as 
representing actual transactions by an historian of French trade to 
Canada and the West Indies in the eighteenth century,!9 but it has 
been pointed out that they closely resemble a book-keeping example 
in Samuel Ricard’s L’art de bien tenir les livres de comptes published in 
Amsterdam in 1709 and it is possible, although not absolutely certain, 
that they are simply the products of an instructional exercise.2 

An example of accounts which are too neatly diversified is Ralph 
Davison’s two journals dated 1699 and 1700.21 The second journal 
includes, all in one year, entries recording the purchase of a house, 
the sale of three ships, bottomry transactions, the taking out of life 
annuities for three children, and the receipt of a legacy. Furthermore, 
and convenient pedagogically, in the bottomry transactions one of the 
ships is lost and the other not, one of the three children dies, and of 
the three ships sold two are sold at their book values and one at a 
loss. The lack of authenticity of these accounting records has also been 
established by non-accounting means; by checking personal names and 
addresses, and the names of ships. 

A final example comes from Australia. Goldberg inspected an account 
book of J.D. Lang in the Mitchell Library, Sydney, containing several 
journal and ledger entries dated 1774, 14 years before the first arrival 
of European settlers in New South Wales. It was just possible that the 
transactions had occurred before Lang arrived in Australia since there 
were accounts for a Jan Jonker of Rotterdam and a James Boswell of 
Edinburgh. Goldberg suspected, however, that they were more likely 
to be ‘the scanty fruit of an uncompleted course of self-training in 
double-entry recording’ and was able to establish that the people and 
commodities referred to appear in specimen accounts in Part IV, Ch.1 
of Robert Hamilton’s An Introduction to Merchandise (1st ed. 1777/79, 
2nd ed. 1788). 

It should not be concluded from this section that exercises and 
exemplars, once established as much, are necessarily of no value to the 
historian. The transactions they record, even if they did not actually take 
place, may be evidence of what contemporaries regarded as typical. 


Misunderstanding Techniques 
Most accounts of interest to historians are kept by one of three tech- 
niques: double entry, single entry, and charge and discharge. Double 
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entry is the most sophisticated of these (although not necessarily the 
most helpful one for historians) and over the years it has gradually 
the other two. Since those who kept the accounts sometimes 
confused the three techniques, it is not surprising that historians have 
also done so. Even accounting historians may have been guilty. Swanson 
and Gardner,” for example, looking at the accounts of the Society for 
the Propagation of the Gospel, appear to fail to recognise charge and 
discharge accounting and to confuse it with the development of accrual 
accounting out of cash accounting. Admittedly, the distinction between 
charge and discharge and the other techniques is not always casy to 
draw.25 The problem is that although charge and discharge is casy 
to recognise when used in mediseval manorial accounts it becomes 
less easy after its practitioners started to use the debit and credit 
terminology, although not the method, of double entry. Sometimes 
the two techniques were combined, as in the accounts of the Stour 
Valley Iron Works, 1668-74, and on the Mackworth Estate (Neath), 
175960. The first balance sheet of the North British Railway Co. (31 
January 1845) is drawn up in charge and discharge format.’ | 
Accountants use the techniques they know. Since governmental 
accounts and estate accounts were traditionally charge and discharge, 
so often were the accounts of industrial enterprises in the public sector 
or which grew up on estates. A sixteenth-century English example is the 
Sidney ironworks, where the accounts are laid out in charge and discharge 
form but also include calculations of ‘clear gain'.28 A nineteenth-ceatury 
American example is the Springfield Armory, whose accounts were not 
kept in double entry, despite a statement to that effect by Chandler.” 
Charge and discharge accounting can prove very annoying to the 
business historian. Designed solely for the accountability of principal 
to agent, it usually fails (1) to distinguish between capital and revenue 
expenditure (2) to classify expenses in any meaningful way, or (3) to 
include expenses for which the steward was not personally account- 
able. These faults have exasperated both contemporary users of the 
accounts and modern historians. Thompson, for example, complains 
of eighteenth-century estate accounts that confuse ‘the consumption 
of oats by race horses with the payment of wages to. coal miners,” 
effectively concealing the financial situation from the owner even though 
squaring the accounts of the steward. The accounts for the coal mines in 
- Beaudesert Park, 1622-23, similarly not only mix up capital and revenue 
but also include items not connected with the mines at all.31 Charge 
and discharge accounting persisted for a long time; the accounts of the 
Earl of.Fitzwilliam’s collieries were still kept in this form as late as the 
1840s 52 
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Why should a historian, other than an accounting historian, worry 
about not correctly recognising which technique is being used? The 
answer is that the historian needs to know what the accountant was 
trying to record which may not be what the historian would have 
liked him to record. In particular accountants throughout the ages 
have in many instances not been attempting to measure profitability, 
value assets, or calculate rates of return. This is especially true where 
the technique used is charge and discharge rather than single or dou- 
ble entry. The exception proves the rule. Even m medieval Eng- 
land examples have been found of contemporary attempts to meas- 
ure the profitability of demesne farming. Even where the account- 
ant was attempting to measure profitability,’ it is important to real- 
ise that accounting rates of return are not the same as economic 
rates of return. The relationship has been the subject of an animated 
literature 34 


Misunderstanding Conventions . 
Marriner has usefully drawn the attention of business historians to 
the fact, well known to accounting historians, that the conventions 


understand the conventions, which have never been static or completely 
standardised at any point in time. Business historians sometimes write as 
if they believe in ‘real’ earnings and ‘real’ profitability. Few accountants 
would admit to such concepts. Since the nineteenth century, accounting 
conventions have been influenced by regulation as well as market 
forces. Marriner provides much useful advice, such as (1) to read the 
statutes in force at the relevant period for the relevant industry and 
the contemporary case law (p.206), and (2) on no account to regard 
either the declared profits of a company or its dividend distribution as 
a guide to a company’s ‘real’ net earnings (p.209). She draws attention 
to problems of income measurement and asset valuation, made more 
difficult by changes in the value of money, and to secret reserves and 
to their income smoothing effect. 

In the paragraphs that follow four areas of difficulty are discussed: 
(a) the allocation of expenditure between capital and revenue; 
(b) valuation bases; 
(c) uniformity or the lack thereof; 
(d) the business entity (an individual company versus a group of 

companies). 
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The method of renewal accounting meant that the profit would con- 
tinue to be considered as the difference between operating income 
and expense but not as the rate of return on investment in actual 
capital assets. The use of renewal accounting made it impossible 
to know how much capital had been invested in roadbed, plant 
and equipment since so much of the cost of capital equipment had 
been absorbed as operating expense . . . This method of defining 


A number of writers have discussed the problems of interpreting the 
rather similar practices of nineteenth-century British collieries. Pollard 

that the ‘errors’ frequently cancelled themselves out, whereas 
Church and Wale consider that the effect was to understate profits. 
Writers on the accounting policies of British iron and steel companies 


Inadequate data, differing contemporary definitions, and ambigu- 

ity in evidence, notably in references to interest and depreciation, 
render the reconstruction of the levels of profit and rates of return 
extremely difficult, especially before the 1880s.‘ 


Wale is even more pessimistic, concluding that ‘asset and profit figures 
in the coal industry are in most cases highly unreliable’. 

Accounts and financial statements can mislead if they are drawn up 
on the historical cost convention and take no account of market values 
or of general or specific changes in the value of money. Tucker has 
discussed the problems which this causes the business historian.® As 
a general guide it can be said that accountants have favoured historical 
cost modified by conservatism, but there are many exceptions and cach 
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individual case needs to be looked at carefully. The historians of the 
National Smelting Co. have drawn attention to an important difference 


Uniformity of ting practice in particular industries (whetl 
voluntary or imposed by legislation) would be very useful to the histo- 
rian, but has seldom been achieved in the UK except, to some extent, by 
railways, public utilities and insurance companies.‘5 It was not achieved 
for banks. For example, the balance sheets of the major joint stock and 
private banks were collected together and reproduced from October 
1877 onwards in the Economist’s half-yearly banking supplements, but 


for liabilities ‘probably only marginally better’. 

In the twentieth century, financial statements, both those prepared for 
internal use and those prepared for publication, may give a misleading 
impression of earnings and assets because they are those of a parent 
company and do not disclose a detailed picture of a group of companies 
(the parent and its subsidiaries). Although group accounts (mainly in the 
form of consolidated accounts) have been common in the United States 
since the turn of the century, they appeared much later in other coun- 
tries. In Britain they were relatively rare before the Companies Act of 
1948, although examples have been traced back to 1910.47 Dunlop Ltd. 
gave a lead in the 1930s.‘8 Prior to 1929 no consolidated statements, even 
for internal use, were prepared for the Anglo-Persian Oil Co. Ltd. (now 
British Petroleum). Anglo-Persian was a holding company which also 
traded and possessed both wholly-owned and partly-owned subsidiaries. 
Its historians have had to prepare the consolidated statements which 
the contemporary accountants failed to provide.” United Steel is an 
example of a company which in the 1920s published unconsolidated 
accounts but made use of consolidated accounts internally.% 


Fraudulent Accounts and Creative Accounting 


The historian can be misled because those responsible for the accounts 
wanted deliberately to mislead their contemporaries. The most obvious 
example of this is fraud, which can be perpetrated for many reasons 
and in many ways. Fraud has been a common occurrence in the history 
of accounting in many countries.*! Some accounting frauds involve the 
creation, years, even centuries, later of false documents or of forged 
insertions into real documents. A very early example of the former is a 
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stone cruciform monument, now in the British Museum, from Sippar in 

` The monument is covered with inscriptions dealing with 
the renovation of a temple and the very substantial increases in revenue 
that the temple received from the king. The inscriptions purport to date 
from c.2276-2261 BC, but have been shown to be most likely a forgery 
dating from the first half of the second millenium BC created in order 
to strengthen the claim of the temple to its revenues.“ An example of 
a forged insertion is that made by J. Payne Collier in the nineteenth 
century into the houschold accounts (1602) of Sir Arthur Maynwaringe 
of payments to the Queen’s players for a performance of Shakespeare's 
Othello to provide ‘evidence’ that play was written earlier than 1604.2 


group of English merchants (the members of the Cely family) engaged 
in the wool trade in the late fifteenth century. The fraud involved the 
falsification of both the weights and prices of bales of wool, ingeniously 


weights and measures. The reason was apparently a desire to conceal 
infractions by the Celys of the restrictive trading regulations of the Calais 
Staple. An investigation into that never took place, but the accounts were 
looked at by outside experts appointed by the Court of Chancery after 
the death of George Cely. The experts did not fully understand what 
had happened and it is possible that as a result George’s widow was 
deprived of a sum, equivalent to three and a half years’ income, that 
had existed only as a book-keeping fiction. 

Another example is the North British Railway, whose published finan- 
cial statements successfully fooled investors for many years. In March 
1866 the Railway Times commented approvingly that the North British 


The examples can easily be multiplied. It is important to note that 
fraud can mislead not only the historian of the individual business but 
also economic historians in search of aggregate data of, say, capital 
expenditure by railways as reported in government returns. Adjustments 
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can be made for instances of known fraud, but ‘the extent of undetected 
malfeasance is open to conjecture’.56 

Accounts can deliberately mislead without being fraudulent but the 
line, like that between tax evasion and tax avoidance, is hard to draw 
and may shift over time. A good example of this is the Royal Mail case, 
discussed below. Creative accounting has taken many forms: 


(a) disguisin g interest payments and loans so as to avoid the appearance 

of usury or of high gearing (leverage) ratios; 

(b) using secret reserves to smooth income and understate the apparent 

financial strength of an enterprise; 

(c) excluding from financial statements the performance and assets and 

liabilities of subsidiary and associated companies; and 
(d) window-dressing. 

These methods are not necessarily independent of each other. High 
gearing ratios, for instance, can be concealed by the non-consolidation 
of subsidiary companies. 

Medieval Italian merchants had to cope with the Christian Church’s 
ban on usury, as set out for example in 1312 in a decretal promulgated 
by Pope Clement V. Usury was defined as any accrual, great or small, 
above the principal of a loan. The decretal provided that lenders could 
be convicted of usury on the strength of their own account books. One 
way to avoid the ban was to replace the word ‘interest’ by various 
euphemisms, such as ‘yield’ ‘cost’, ‘gain’, ‘gift’, ‘gratuity’ or ‘reward’.57 

A second method was to buy goods on credit at a high price and 
then resell them for cash at a lower price. According to de Roover,8 
there is evidence of this practice in 1340 by the Commune of Genoa. 
The accounts of the massari (stewards) of Genoa are well-known as 
one of the indisputable early examples of double entry. The ledger 
contains several merchandise accounts which appear to disclose losses. 
The Commune, for example, purchased quantities of pepper on credit 
at £24.5.0 Genoese currency per quintal but sold them later for cash at 
£22.14.6 and £22.10.0 per quintal. While the form of this transaction was 
a loss-making trading venture, the substance according to de Roover was 
the raising of an interest-bearing loan by the municipality from the local 
merchants. Different interpretations of these transactions are given by 
Peragallo and Melis.5? The former suggests that the Commune was 
engaging in speculation, the latter that the Commune received goods 
for various reasons and then entrusted their sale or disposal to others. 

A third, and more complicated, set of methods involved bills of 
exchange.© There were no domestic bills, only foreign bills (hence the 
term bills of exchange). Interest was not charged overtly but concealed 
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by being included in the rate of exchange. Bills were not discounted 
(since this involved an interest charge) but bought and sold at a price 
which varied with the fluctuations of foreign exchange. The purchase of 
a bill necessarily involved giving credit, since the buyer gave a sum of 
money in return for a written promise to receive a sum of money in a 
different currency, in a different place, at a date in the future. It was 
argued by the merchants, however, and accepted by most theologians, 
that the exchange transaction was not a loan but either a commutation 
of moneys or buying and selling of foreign currency. The exchange 
transaction was used to justify the credit transaction and the speculative 


Such transactions did at least involve ‘real exchange’; cash did actually 
flow between two cities with different currencies. A refinement was 
‘dry exchange’- a transaction involving the exchange and re-exchange 
of currencies in which no money payments were actually made abroad. 
In reality, the transaction was a loan from which the lender expected a 
return which was not agreed beforehand but determined afterwards by 
the unpredictable course of the exchange rate. In dry exchange the payer 
and payee were the same person. A further refinement was ‘fictitious 
exchange’, in which the bills of exchange were only pro forma (and often 
made out under fictitious names) and did not actually travel between the 
two locations. 

In the twentieth century, it is Islam rather than Christendom whose 
ban on usury may affect the way in which enterprises keep their 
accounts.{! The importance attached by financial analysts to gearing 


artificial purchase and repurchase of stock-in-trade. The last of these, 
as we have seen, may have fourteenth-century antecedents. 
The use of secret reserves in the nineteenth and twentieth cen- 


accounting records but also to other documents which may not have 
survived. 
There are a number of ways in which such reserves can be created: > 
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(1) Excessive provisions for depreciation or bad debts; 

(2) Excessive write-offs of stock-in-trade and investments; 

(3) Maintenance of assets at cost which have permanently increased 
in value. 

(4) Omission of assets such as bank premises or inclusion of them at a 
nominal amount. 

(5) Undisclosed transfers out of profits to a reserve account which does 
not appear on the face of the balance sheet. 


There was general approval of the obiter dicta of Mr Justice Buckley in 
Newton v. The Birmingham Small Arms Company Ltd. (1906) that: 


Assets are often, by reason of prudence, estimated, and stated to 
be estimated, at less than their probable real value. The purpose 
of the Balance Sheet is primarily to show that the financial position 
of the company is at least as good as there stated, not to show that 
it is not or may not be better. 


Buckley was the author of a leading text on company law and later, as 
Lord Wrenbury, chairman of the Company Law Amendment Committee 


The leading British accounting textbook writer from the 1890s to 
the early 19303 was Dicksee. Dicksee found secret reserves difficult 
to support theoretically but argued that the practice was, within rea- 
sonable limits, a prudent one, and ‘one, moreover, that is generally 
countenanced by most thoroughly sound business men.© Giving a public 


that ‘we cannot, and ought not to, complain, but rather to congratulate 


of the non-disclosure of high gearing ratios by an elaborate network of 
cross-shareholdings® and the non-preparation of consolidated accounts. 
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The “relatively small funds at Kylsant's disposal werc made to go a very 
long way. By paying cach other dividends, the companies inflated the 
group's published profits. The retention of these “profits” over a long 
period then meant that the Group not only appeared to be viable but 
seemed to be pursuing a conservative financial policy’. The collapse 
of freight rates after the First World War meant that the apparent 
profitability of the Group could only be maintained by undisclosed 
transfers from taxation refunds. In 1926 an undisclosed trading loss of 
£272,000 wes converted into a reported profit of £478,000 by a transfer 
of £725,000 from tax reserve and a £25,000 profit on mvestments. At 
the auditor’s insistence the words ‘including adjustment of Taxation 
Reserves’ were added. Kylsant and the auditor were acquitted of 
fraudulent accounting but Kylsant was found guilty of iseuing a pro- 


impression of its financial position, and in particular its liquidity. De 
Roover” has drawn attention to an early example. On 14 May 1464, 
the factor of the Medici Bank in Bruges wrote to headquarters in 
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Florence explaining that, profits being small, he had not yet credited 
to their accounts the interest due to depositors. A later example is the 
window-dressing of cash holdings by British banks in the nineteenth and 
twentieth centuries.71 The effects of window-dressing can be minimised 
if quarterly averages are available.72 As with other forms of creative 
accounting, window-dressing can turn into fraud, as was recognised by 
Dicksee. Window-~dressing may become a ‘counterfeit presentment’ and 
a ‘fraudulent conspiracy’ .73 
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the firm. He sought to clarify the incidence of integration: when the 
assets cmployed are highly specific and a transaction notabły recurrent 
internalisation is most likely.3 Innovation can spur vertical integration 
if suitable supplier firms do not exist or will only risk a new product 
by charging a higher price.4 A second aspect of allocative efficiency is 
the concept of technological inseparability. This occurs where adjacent 


information ; 

regarding the price and quality of inputs.é Backward vertical, inte- 
gration may also occur if the supplier sets his price above marginal 
cost to compensate for his limited knowledge of downstream product 
demand.” In general, improved information flows assist more effective 
forward planning of interrelated investments and improve intertemporal 
resource allocation. The latter can be related to the economies of 
speed whereby internalisation enables more efficient administrative 
co-ordination and therefore more rapid throughput.’ Vertical integra- 
tion to secure improved property rights overcomes misallocation by 
placing effective ownerthip with those who can use those rights most 


a Z Lumas as ss 
expansion is designed to reduce competition and tend to occur where 
there is a dominant producer or an oligopoly. Strategic behaviour takes 
many forms. Forward vertical integration avoids a producer substituting 
an alternative input.11 Acquiring upstream production can deny inputs to 
other producers or ensure against the threat of foreclosures by others. 22 

Integration can restrict entry by new firms. This is most likely where 
all firms in the industry are already vertically integrated: the new 
entrant will have to enter in an integrated form which will preseat 


price 
order to take advantage of variations in the elasticity of demand between 
different markets. 14 


form of equity or non-equity agreements according to whether one 
firm has an investment in the other or not and can often be regarded 
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as preferable to, or a stepping stone towards, full integration. This 

quasi-integration’ can be concerned with various issues such as long 
term supply contracts, reciprocal sales agreements and cooperation on 
technology and design. The existence of intermediate modes reflects the 
fact that there are costs as well as savings associated with vertical integra- 
tion. Some costs are experienced generally, including those connected 
with initial establishment, while others are industry-specific, suggesting 
a different incidence of internalisation from industry to industry. In 
particular, minimum efficient scales of production may differ at adjacent 
stages of production. A partial solution can be to top up mputs from 
independent suppliers or sell in several markets but there are associated 
risks and costs.16 

While the theoretical basis of vertical integration has been extensively 
developed, applications testing the contending explanations have been 
limited. In recent assessments Casson and Williamson have both called 
for further empirical investigations.17 In particular, historical exami- 
nation of these contesting hypotheses has been limited in coverage 
and inconclusive. Hannah and Chandler have charted the growth of 
the modern corporation in Britain and the USA respectively. Both 
implicitly adopted a transaction costs approach, but without detailed 
explanation of the processes involved.!® Jones’s study of the British 
silk industry in the eighteenth and nineteenth centuries substantiated 
the importance of technological inseparability while Carlos and Nicholas 
traced the importance of transaction costs back to the vertically mte- 
grated chartered trading companies of the seventeenth and eighteenth 
centuries.19 North also favours the transaction cost approach, but argues 
that such savings can occur in the marketplace as well as the institutional 
hierarchy.” 

The current paper is intended as an application of vertical integration 
theory by examining the relative merits of the contending explanations 
in each stage of expansion of an individual firm. The business considered 
is that of the White family of Sunderland who ran one of the town’s 
largest enterprises in the first half of the nineteenth century. This 
example dates from the half-century prior to Hannah and Chandler’s 
work on the growth of the corporation. Little is known about the 
nature of the growth of some firms in the first half of the nineteenth 
century: the existing literature concentrates on why many remained 
small.2! This study occurs during a formative period in company law 
immediately before the coming of general limited liability and illustrates 
some interesting forms of quasi-integration as a result of the mixture 
of partnerships and early joint stock companies operating alongside 
each other. 
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Sunderland was one of the most rapidly expanding industrial towns 
in early nineteenth-century Britain. As a port its wealth was based 
principally upon shipowning and shipbuilding. Between 1800 and 1832 
the annual volume of shipping tonnage built at the port doubled to 24,000 
tons and nearly doubled again by 1850, making it the country’s principal 
shipbuilding centre.~ The volume of tonnage owned at Sunderland 
between 1790 and 1850 quadrupted to 208,000 tons, which was a rate of 
expansion greater than any other major British port except Liverpool.> 
The requirements of economic development hastened the growth of 
other local industries, particularly coal, iron and engineering. The 
expansion in Output of the East Durham coalfield around Sunderland 
can be indicated by the growth of annual coal shipments through the port 
from 900,000 tons in 1810/14 to 2.2 milion by 1845/49. The boom in 
these industries and the growth of joint stock companies stimulated the 
emergence of a further crop of related industries in the 1830s including 
railways, banking and dock construction. 

An important feature of Sunderiand’s industrial structure in the early 
nineteenth century was the predominance of small and medium-sized 
firms. The shipping industry contained many of the features of perfect 
competition, particularty case of entry. The larger shipowners at Sun- 
derland, such as White, owned no more than about one per cent of the 
port's shipping. The shipbuilding industry was more suited to expansion 
through economies of scale but, for reasons explained elsewhere, most 


Market power explanations of vertical integration are normally asso- 
ciated with positions of monopoly or oligopoly, which would suggest 
that they played little role in the atomistic industrial structure of early 
nineteenth-century Sunderiand. However, even comparatively small 
firms could sometimes gain competitive advantages through vertical 


integration. 

One of the largest enterprises in the booming Sunderland economy 
was the family business of the Whites. John White (1764—1833) began 
his working life as a cooper in the local parish of Monkwearmouth 
in the 1780s. By the time of his death he had become one of Sun- 
deriand’s wealthiest and most eminent citizens.25 His sons, Andrew 
(1792-1856) and Richard (1804—?), joined the business towards the end 
of the French Wars and during the 1820s respectively, and continued its 
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expansion until thcir bankruptcy at the end of 1846. Their enterprise 
came to include all the major growth sectors in the Sunderland economy 


Ping spread across several vessels. Some expansion of his shipping 
Interests followed the outbreak of the French Wars which provided 
boom conditions for the shipping industry and by 1799 he owned 
205 tons.30 


TABLE 1 
EXPANSION OF WHITE’S BUSINESS ENTERPRISE 
1780s 1790s 1800s 1810s 1820s 1830s 1840s 
+ + 


+ + 
+ 


+ + + + 

+ + + + + 
++++ ++ + 
++++++ ++ ++ 
+++ ++--++ 


| 


3. White's banking, docks and railway interests were not part of its private frm but 
reflected its control of joint stock companies. 
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With the good prospects for shipping during the French Wars, White 
ran down his coopering work to build up his shipping investments. 


from the shipping industry but, contrariwise, expanded its shipping ficet 
throughout the following two decades to become ‘about the largest 
in the port having scores of boats built for them by nearly 
every firm of their date’. Between 1818 and 1832, the years for which 
evidence survives, its fleet made a profit in all but one year, 1822, 
and returned more than five per cent in all but four.>4 This would 
appear to confirm the effectiveness of its integration policies, which 
provided regular cargoes of coal, timber and probably iron, engineering 
and glass products at a time when many fleets were suffering from 
under-utilisation.* 
White’s was one of the earliest Sunderland firms to invest in steam 
riverboats. In 1833 it bought a half share in a small steamer of 17 tons, 
the Paragon, and a half share in the Freedom of 16 tons in 1838.* These 


materials and goods, promoting co-ordination of its diverse activities, 
and finding a further use as tugs to help its firm’s sailing vessels into 
and out of port in adverse conditions. They could also be fuelled from 


integrated structure. 

Shortly before 1800 White purchased a colliery producing middle to 
low quality coal which he was able to secure cheaply because of the 
limited interest in lower grade coals. He soon encountered difficulties i 
arranging shipmen ts of the coal to London where higher quality grades 
were preferred. White noticed that there was a ready demand for lower 
grade coals at the smaller ports in the south of England.37 Realising 
that most Sunderland shipowners preferred to keep their vessels in the 
London coal trade, he expanded his fleet from 116 tons in 1798 to 649 
by 1806 and began to manage these vessels rather than delegate control 
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TABLE 2 


WHITH’S SHIPPING FLEET, 1786-1845 


Yoar Tonmage Valuo (£) 
a 
1786 11 

1790 85 

1795 139 

1800 276 

1805 520 

1810 716 

1815 1397 25 630 
1820 2288 19 710 
1825 2343 25 474 
1830 3300 22 164 
1835 3416 

1836 3063 32 306 
1837 1125 

1838 121 

1839 763 

1840 648 

1845 122 


rate of depreciation of 3 per cent per annum. 
Source: Tyne and Wear Archives Department, 730/4; 1259. 


White’s attached to coal fitting can be seen from its expansion of this 
side of the business; by 1817 it was the fourth largest fitting firm in 
Sunderiand.® ' 


costs of finding a suitable market for coal. Transaction cost savings were 
also achieved by coal fitting. Vessels had to join the ‘turn’ or queue for 
coal with one of the fitters on arrival in the river Wear. Waiting one's 
turn could take several weeks or, occasionally, months.” Since White’s 
acted as coal fitters, its vessels could jump the queue and receive a cargo 
immediately. Henry Tanner, another Sunderland entrepreneur, enjoyed 
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a similar advantage, as he explained to a Parliamentary committee 
in 1833: 
as a coal fitter . . . I have a facility of loading my own ships which 
many of my neighbours are not able to do, and the consequence is 
that I am able to get a turn for my own vessel, and can despatch 
her a little quicker than other people who are not so situated .. . 
despatch is the life of the coal trade.4! 
In the highly competitive conditions of the early nineteenth century coal 
trade such benefits put the vertically integrated enterprise at a strong 
advantage over competitors whose vessels were pushed down the queue. 
Vertical integration thus resulted from strategic behaviour to increase 
market power as well as a desire to heighten efficiency. 
Colliery ownership enabled White’s to offer part payment for goods 
and services in the form of coal.“ Coal was particularly appropriate 
because of its divisibility and relatively universal requirement. Rope 


bottles, while they could be shipped elsewhere in White’s expanding 
fiect. Little is known of the subsequent history of the glassworks 
although it continued to operate on the same premises, with the quite 
high rateable value of £150, up to the 1830s when, in 1836, a-labour 
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force of 110 glass workers in the factory celebrated an expansion in its 
ions.45 
At the end of the French Wars the coal trade was in a depressed state 
and probably losing money for White’s. Locked into capital investments 
in mining and shipping which could only be discharged for a low price, 
the firm sought to diversify its use of both. It began to deploy vessels 
in other trades, particularly in the carriage of timber. An ironworks 
provided the opportunity for more effective use of its industrial coal.‘ 
Shortly after 1815 White’s established the Bishopwearmouth Ironworks. 
By the mid-1820s this had become a substantial iron and engineering 
works which featured 16 smith shops, a steam foundry, an iron foundry, 
ovens, kilns and a ‘testing machine’. Its size can be indicated by its 
rateable value of £350 compared with £10 or £20 for the average house.” 


expanding 

mining and dock building provided an increased demand for iron 
products. Production at the Bishopwearmouth ironworks, for example, 
included chain cables and anchors. In the 1820s and 1830s the firm 
supplied the River Wear Commission (responsible for administering the 
river) with piles, screws, bolts, spikes, chains, bars, blocks, shackles and 
much more, including two beam pumps.* In the second half of 1834 the 
firm was paid £1,015 for materials for the construction of local docks 
which amounted to more than a fifth of the contract work on the project 
during that period.” In 1833 White’s became the sole patentee for 
Shalder’s fountain water pump in the ports of Sunderland and Seaham 


integration theory emphasises the role of insufficient information in 
expansion, the example of White’s shows that firms might imtegrate in 
order to take advantage of superior information. 

Downstream growth into engineering was an extension of this policy 
and was facilitated by technological interdependence associated with the 
manufacture of engineering products from molten iron which yielded 
thermal economies from a single site operation. White’s supplied the 
River Wear Commission with several high pressure engines and local 
railways with iron rails and engines: in 1836 two 85 horsepower engines 
were supplied to the Durham & Sunderland Railway at a cost of £5,345.51 
Significantly, the railway company was controlled by White’s. 

Shipbuilding was not integrated into White’s business: it built a single 
in each of the years 1796, 1811, 1812 and 1826, but most of its fleet came 
from the yards of local builders. White’s vessels periodically imported 
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timber, sometimes on its own account. The River Wear Commission was 
a convenient outlet taking, for example, 16,000 feet of Wyburg redwood 
deals in 1823 in connection with dock construction.52 Tbe temptation to 
expand downstream by building ships was rejected. The set-up costs 
in terms of fixed capital and technical know-how were considerable, 
while the benefits were negligible. Sunderland was a rapidly expanding 
shipbuilding port in the 1820s and 1830s with strong competition among 
local builders and low profit margins. There was little to fear in terms 
of the price, quality and regularity of supply. Nor were White’s dealings 
with shipbuilders sufficiently recurrent to suggest transaction cost savings 
from mternalisation. In fact, White’s derived transaction economies 
from its regular patronage of Sunderland shipbuilders, which offered 
them favourable price and credit terms and trade-in agreements. 
Timber merchanting was also fiercely competitive. John Spence, a 
Sunderland timber importer and shipowner, observed ‘great competition 
among merchants, they (shipbuilders] can purchase timber cheaper at 
Sunderland than at any of the neighbouring ports’.*4 Its cheapness 
u E a prince a ili aca 
Wilson, a local merchant and shipowner, explained: 


In the port of Sunderland there is a large export of coals, there is 
a freight both ways, and even from America we can get freights 
lower than to the west coast of England. That gives us very great 
advantage in the Baltic and Hamburg and .. . in getting timber 
from the south of England, London... and Yorkshire. 


Two-way freighting was available to most Sunderland shipowners, so 
there was little advantage to White’s from internalising merchanting 
since timber could be bought cheaply from other dealers. As a result, 
it moved out of timber merchanting in the 1830s. 


II 


The decade of the 1830s represents an important turning point in the 
Organisation of White’s business. Until then all the lines of its enterprise 


had been solely owned by the family or in partnership with trusted busi- 
ness associates. Coal mining and fitting, glass manufacture, coopering 
and timber merchanting had all been owned solely by the Whites. Vessels 
were sometimes owned in partnership and in the 18208 and 1830s they 
took on William Kirk, Hugh Panton and Emerson Muschamp as partners 
in the ironworks. In the 1830s the business was extended in association 
with several joint stock companies. Sunderland shared in the company 
boom of 1835-36 consequent upon the expansion of income from exports 
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to America in 1835 and the repatriation of investment following the crash 
of the Spanish security market.56 White’s figured in the forefront of local 

developments by arranging the formation of companies in a series of 
fields including railways, banking, dock building, soap manufacture and 
insurance.57 . 

The rising demand for coal provided an alternative avenue of expan- 
sion when White’s left timber merchanting in the 1830s. Pollard has 
emphasised that local industries had become ‘coal based to an unusually 
high degree’.58 Coking coal was in especially high demand for use in 
industry. Raising the capital required of extensive mine owning was 
difficult in the early years of the nineteenth century when White's 
resources limited it to a single mine and before the technology existed 
to tap the richer seams of the Durham coalfield which were set back 
from the river. Conditions had changed by the 1830s with the coming 
of the railway, the expansion of the firm and the rising demand for 
coal. The amount of capital required to build a connecting railway as 
well as. sink the mines, however, remained beyond the means of the 
largest private Sunderland firms. Table 3, as a rough approximation 
of their capital structure, indicates the increased capital requirements 
which the firm faced. 

To develop its mining interests required a doubling of the fixed capital 
of the business. White’s sold some of its vessels and took on partners in 
order to reduce the outlay to £50 to £75, 000 but even this required an 80 
or 90 per cent capital expansion. In addition, a rail link from the pithead 
to the riverside was needed which would cost almost as much again. The 
mid-1830s were a time of speculative railway investment spurred by the 
success of the Liverpool to Manchester Railway in 1830. The solution, 
therefore, was to divert enthusiastic railway investors into a project of 


bought 5 per cent of the initial capital of £42, 000 while business friends 
such -as Dawson, Kirk and Panton also bought shares. Andrew White 
became a director and it is clear that the Whites and their friends were 
the organising and galvanising forces behind the building of the railway. 
Simultaneously, the Whites were buying up mining leases in those areas 
of the East Durham coalfield which the railway would connect to the 
port. They calculated the estimated rate of return from individual 
collieries before buying the lease. Whitwell Colliery, for example, 
was reckoned to have a profit potential of 14 per cent on capital. 
In December 1835 they signed a 35-year lease on the coal under 
Whitwell Grange at a rent of £1,000 per annum. The following August 
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TABLE 3 


THE CAPITAL STRUCTURE OF WHITE'S IN THE 18308 


Sector Capital Value (£) White’s Share 

1 Coal Fitting 2,000 

2 Glass 5— 10,000 

3 Iron and engineering 20— 30,000 

4 Shipowning 28— 36,000 

5 Collieries & coking 100—150,000 50—75,000 eK 

6 Railways 80—100,000 4— 5,000 ( 5% 

7 Banking 700,000 unknown 

— — . . . I Cr CC C 
Notes: 


1. TWAD 209/85, Sunderland Parish poor rate books, 1815-19. Cost of keeIboats besed 
upon evidence from activities of Michael Honley & Son in S. Ville, English 
during the Industrial Revolution (Manchester, 1987) p.26. 


: 
x 
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a 42-year lease was signed for the coal under Newton Hall Estate at 
£800 per annum. Similar leases were agreed for coal mining at Shincliffe, 
Brandon, Croxdale, Bowburn, Houghall, Hett, Framwellgate, Iveston 
and Rodridge.61 Some of these mines proved highly successful. In the 
first six months of 1842, 25,000 tons of coal were moved from Shincliffe 
and Whitwell alone to the river Wear which amounted to 11 per cent 
of total coal shipments from the port.62 White’s also established its own 
coking facilities and by 1846 its Croxdale colliery alone was producing 
46,000 tons. The increased coal and coke output provided employment 
for its shipping and enabled the firm to freight its vessels profitably and 
competitively on both the outward and homeward passages, while the 
railways also provided a market for some of White’s coal, iron and 

Expansion of its coalmining interests, therefore, produced good 
returns and improved the co-ordination of the business because of coal’s 
role as an input for other sectors. Quasi-integration with the railway 


companies might be seen as an example of technological inseparability. 
The mines could not be effectively exploited by White’s without the rail 
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link to the port. It is not clear, however, that internalising the railway 
within the enterprise was essential for exploitation. White’s could have 
operated as rail users. Its influence over its building and operation, 
however, ensured that it was built along the most favourable route and 
that there was no threat to the continuation or price of service provided 
by a supplier acting as a monopolist. Therefore, improving property 


in light of the large fixed costs invested in the mines and the high degree 
of asset specificity involved. 

White’s relationship with the Railway Co. was one of intermediate 
mode since it was neither acting in the marketplace nor internalising 
within the hierarchy.“ The use of intermediate modes depends upon 
a range of considerations. Buckley and Casson have suggested that 
the formation of joint ventures can be attributed to internalisation 
economies, indivisibilities and obstacles to merger. This analysis, 
although dealing with a different form of intermediate mode, is relevant 
to White’s since the heavy capital requirements of the railways were a 
major obstacle to ‘merging’ the railway into the enterprise i 
as it was in a new and speculative field.% Therefore, it operated from a 
minority but influential position which ensured that the services suited 
its mining needs and offered other benefits such as payment of freights 
in coal and supplying engineering equipment. Of similar importance was 
the indivisibility of transport production: White’s existing operations 


represented on the Boards of, a series of new banks. Andrew and 
Richard were directors of the Sunderland Joint Stock Bank when it 
was founded in 1836. Andrew was a director and one of the initial 
management committee of the Newcastle Joint Stock Banking Co. 
and Chairman of the Northumberland & Durham District Banking 
Co., both established in the same year. The details of the policies of 
these banks were revealed when most of them collapsed in the 1840s 
amidst allegations of corruption. When the Sunderland Joint Stock 
bank collapsed in 1851 one local writer explained in dramatic terms 
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how the investors had been deceived and defrauded over a number of 
years by: 
the managing clique of Tartuffes [who] over a series of years 
employed the capital in their own shipping transactions had ficti- 
tious accounts opened — closed these accounts when the speculation 
that originated them failed . . . released each other from liabilities 
to the bank . . . made arrangements out of bank funds with their 
creditors. 
White’s and its friends, it appears, used bank money to finance their new 
collieries in the 1830s. In addition, the shipping registers of the port 
are full of vessels mortgaged to the bank. In the precarious economic 
conditions of the 1840s many lost their ships to the bank, some of which 
were sold to White’s, probably at a discount, which resold them again. 
The vessel Whitwell Grange came into White’s hands from a bankrupt 
in August 1842 and was resold within a few days.70 Again, therefore, 
White’s used the intermediate mode of a controlling influence in joint 
stock companies to the benefit of its core business.71 White’s move 


Opportunistic manner or was initially concerned with efficiency issues. 
The reasons White’s opted for an intermediate position rather than 
full integration, however, are largely the same as for the railways: the 
barrier of financial cost and the minimum scale of efficiency required 
in banking. 

A similar situation appears to have existed in the formation and 
operation of the Sunderland Dock Co. although the extant informa- 
tion is much less complete. The company, founded in 1846, included 
among its initial investors and directors the Whites and their vari- 
ous business partners. Their shares appear to have been paid for 
by transfers from the Sunderland Joint Stock Bank and the North- 
umberland & Durham District Banking Co.72 The dock would have 
provided improved turnaround facilities for White’s vessels but such 
hopes were overtaken by the firm’s own bankruptcy before the year 
was out. With the docks, as with the railways and banks, the Whites 
intended to exploit their information advantages as agents to direct the 
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company in pursuit of their own private interests rather than those of 
the shareholders.” | 


HI 


among investors. Increased trust, moreover, would mitigate problems 
of organisational complexity and dysfunctional interaction.” In a recent 
article, Hutchinson and Nicholas noted that ‘the need to assess social 
factors, including religion, family ties and class, in co-operative modes 
promises a fruitful new approach to inter-firm contracting’ .” It is argued 
here that in order to understand how White’s managed to turn the joint 
stock boom of the 1830s to their advantage, one has to appreciate the 
manner in which entrepreneurs were able to dissipate economic power 
and influence through a common social value system. 

The Whites were one of the principal families among an oligarchical 
elite of entrepreneurs who dominated the politics, economy and society 
of early Victorian Sunderland. They were bonded together by intermar- 
riage and a common set of values based upon Wesleyan Methodism and 
Liberal reform politics. Seven of John White’s eight children married, 
each into another family in the group. Kinship ties were reinforced by 
secret groups and a form of freemasonry revealed by the ‘byelaws of the 
Loyal Andrew White’s Lodge of the Independent Order of Oddfellows 
Manchester Unity'.79 The Whites, Dixons, Kirks, Vints, Dawsons, 
Browns, Muschamps, Tuers, Watsons, Pantons and Youngs were all 
members of the Central Sunderland Wesleyan Society and worshipped 
together at the same chapel. Politically, they supported the reform wing 
of the Whig-Liberal Party espousing such causes as electoral reform, 
free trade and the abolition of income tax. In business they worked 
in similar fields especially the main: staples of shipping, shipbuilding, 
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iron and coal production. They frequently conducted business with each 
other and sometimes went into partnership. White’s bought from and 
sold vessels to other members of the group. The vessel Margaret, built in 
1825, was owned by White’s with Thomas Dawson who was also married 
to Mary White. Thomas Young built vessels for White’s while Kirk, 
Panton and Muschamp were partners in the ironworks. 

This common set of values, overlapping interests and kinship connec- 
tions built up considerable trust between members of the group and 
therefore reduced transaction costs in terms of specifying, negotiating 
and enforcing contracts between their firms. White’s tendency to exploit 
arbitrage opportunities and develop new aspects of its business benefited 
from information pooling within the group. The cohesive nature of the 
entrepreneurial elite was of critical importance, however, during the 
joint stock boom of the 1830s. Like White’s, many of these families had 
business interests which stood to benefit from the growth of companies 
particularly in railway building and banking. Under the leadership of 
White’s, the group floated a range of companies and contributed the first 
20 per cent or so of the capital. By taking advantage of their position and 
reputation as successful local businessmen and by organising publicity 
through local newspapers and public meetings, they found few problems 
attracting support from small local investors. 

Their influence can additionally be linked to their political and 
religious prominence. The Great Reform Act of 1832 and the Municipal 
Corporations Act of 1835 significantly increased the political influence 
of the industrial middle classes in local and national politics. The new 
town council of Sunderland in 1836 was dominated by the group and 
a member of the White family held the position of mayor in four 
out of the first eight years. Not surprisingly, therefore, the Coun- 
cil pursued policies favourable to the interests of the entrepreneurial 
clite.82 Membership of the council and its committees provided more 
immediate paybacks for an entreprencur. Expansion of an enterprise 
could be orientated towards the supply needs of local government; 
it was seen above that White’s expansion into the timber trade was 
helped by supplying the River Wear Commission. In addition, Andrew 
White was elected M.P. for Sunderland in 1837. His speeches indicate 
his persistent support of the interests of Sunderland industrialists. 
The exercise of influence through religion was more subtle but at 
least as effective. Wesleyan Methodism found strong support among 
the lower middle classes, the social group who were most likely to 
invest in the new joint stock companies and therefore helped to give 
an aura of respectability to companies floated by entrepreneurs who 
were also Methodists. The truth, of course, was quite different: the 
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evidence from the banking corporations showed that such trust could 
be misplaced. | 


IV 


The decline of White’s enterprise was much more rapid than its ascent. 
The ironworks failed in 1842 at a time of industrial depression in Britain, 
and was sold in the following year for £5,750 which was sufficient to cover 
its accumulated debts of around £4,500. The 1840s was a difficult decade 
for the British iron industry and White’s interests suffered as a result 
of reduced demand from local railway and dock building. The supply 
of cheap Scottish iron by Neilson’s ‘hot blast’ technique continued 
to expand.® The firm’s shipping interests had become negligible by 
the mid-1840s and is not clear whether it was still producing glass 
and coal fitting. In 1846 the firm collapsed and Andrew and Richard 
were declared bankrupt. Andrew’s active involvement in pariamentary 
politics had led to neglect of the business at a time of depressed economic 
conditions.% By supporting local industrial interests in Parliament while 
neglecting the progress of his own enterprise he carried the burden of 
responsibility among the entrepreneurial elite. Moreover, they failed to 
delegate managerial authority and establish a control system not depend- 
ent upon their regular presence. The ignominious collapse of White's 
banking interests together with the probability of overcommitment in 
coalmining served the final death knell for the firm. 

The vertically tegrated structure which it adopted played a role in 


1840s (proprietorships, partnerships, sixty-fourths and joint stock inves- 
tors) which was also largely the result of vertical integration policics, 
might suggest problems of organisational design contributing to its 
downfall. Finally, the firm’s dubious business ethics in the late 1830s 
destroyed much of the trust upon which its quasi-integration policies 
had been based. 


v 
This firm-specific study has tested the competing theories of vertical inte- 


| gration against the experience of a rapidly expanding early nineteenth 
century business involved in the primary, secondary and tertiary sectors. 


THE EXPANSION AND DEVELOPMENT OF A PRIVATE BUSINESS 37 


The most recent theoretical work has tended to divide the explanations 
of vertical integration into the broad categories of market power and 
allocative efficiency with particular emphasis upon the latter as a result 
of the growth of transaction cost economics. The current study found 
cfficiency considerations the more important but, within this category, 
there was no consistent principal reason nor was it always possible to 
distinguish a single explanation of each phase of expansion. Transaction 
costs and cconomies of speed explained integration in the coal trade, 
technological inseparabilities were important in the inclusion of engi- 
neering and the life cycle hypothesis in the purchase of steamboats. 
Lack of market failure explains why the move into timber merchanting 
was an example of mistaken integration which was reversed in the 1830s. 
If there was a general theme running through the firm’s expansion it was 
to reduce uncertainty by resolving information impactedness and thereby 
improve forward planning and intertemporal resource allocation. In the 
depressed post-war years, backward vertical links of coal, iron and glass 
removed uncertainty in the supply of shipping freights. While economists 
have identified the resolution of information asymmetries as a factor in 
integration, the experience of White’s has shown that the reverse can also 
be the case: integration in order to exploit information advantages. For 
example, it was able to take advantage of its knowledge of the mercantile 
marine to exploit the shipping boom during the French Wars while also 
providing better co-ordination with its coal and coopering interests. 

The predomination of efficiency considerations was to be expected 
given the atomistic nature of local industry, although there are also a 
few examples of market power. White’s was able to derive competitive 
benefits from integrating into coal fitting: there were many other fitters, 
but they were still far fewer in number than the shipowners whose vessels 
were competing for coal cargoes. By the second half of the nineteenth 
century the structure of industry in the North East began to change with 
the emergence of dominant firms led by entrepreneurs of the calibre of 
George Hudson and William Lindsay. It would be interesting to compare 
the current study with work on the later nineteenth century to see how 
important the changing industrial structure was to explanations of verti- 
cal integration. Hannah and Chandler both favoured a transaction cost 
explanation of corporate growth although their studies were restricted 
to a survey level of investigation. 

This study has also addressed the more complex issue of quasi-vertical 
integration which has been less comprehensively treated in the theoreti- 
cal literature. White’s quasi-integration into banking and railways in the 
1830s again emphasises efficiency considerations, particularly those of 
transaction costs and securing improved property rights. In explaining 
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why the firm adopted an intermediary mode, the study highlights two 
of the drawbacks of full integration: high set-up costs and variable levels 
of scale efficiency between adjacent stages. High set-up costs also help 
explain the decision not to integrate into shipbuilding at all. The nature 
of the intermediary mode is also instructive in that it involved a group 
of family firms or partnerships acting together to adopt a minority but 
influential position in joint stock companies. Economic theory offers 
no explicit assessment of how this can come about. The historical 
evidence, in this case at least, emphasises the significance of social value 
systems in building up trust among the participating entrepreneurs and 

in engendering confidence amongst the mass of ordinary shareholders. 
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Science, Marketing and Foreign Competition 
in the Yeast Trade, 1860-1918 


RON WEIR 
Derwent College, University of York 


In 1860 British distillers regained the right to sell yeast produced during 
the distilling process, a privilege withdrawn in the excise reforms of 
1823. The market which they sought to re-enter, in yeast for baking, 
was regarded as a German monopoly, yet, in 1908, the Chief Inspector 
of Excise could describe the home producers’ response in the follow- 
ing way: 
There are something like twenty distilleries where they make yeast 
for sale. The quantity produced is very large, some of the larger 
ones make from twenty to forty tons per week. They have cut into 
the German trade in yeast very much during the past twenty years 
and to show how important this is I may say that the price of yeast 
ranges from £30 to £40 a ton.} 


Such testimony, in a period characterised as one of entrepreneurial 
failure and relative decline, is sufficiently intriguing to make the yeast 


Business History, Vol.33, No.4, October 1991, pp.43—67 
PUBLISHED BY FRANK CASS, LONDON 


44 BUSINESS HISTORY 


trade worth investigating. Yeast making, today often cited as one of the 
carliest examples of bio-technology, was greatly affected by advances in 
scientific knowledge during the last quarter of the nineteenth century, 
many of which first occurred on the Continent.2 It had been whilst 
working on the practical problems of a beet sugar distiller that Pasteur 
unravelled the nature of yeast in 1857, showing that it was a living 
organism capable of growth and multiplication.? Subsequent research 
by E.C. Hansen of the Carlsberg brewery established the great variety 
of yeast types and the importance of their different characteristics for the 
fermentation industries. His work was developed by Alfred Jorgensen, 
whose research institute, founded in 1881, specialised in producing 
cultures and introducing them to distilleries and yeast factories.* These 
scientific discoveries faced British yeast makers with the challenge 
of either matching the European achievement, something which the 
rigid British excise system made difficult, or of finding alternative 
ways of meeting Continental competition. One alternative, especially 
appropriate for ‘a nation of shopkeepers’, was the creation of a national 
distribution system, in one respect a substitute for investment in applied 
science, in another an acute perception of the place of yeast in the 
national diet. These three issues — the response to foreign competition, 
the attitude to contemporary scientific advance, and marketing — give 
yeast a greater significance than its weight in national output. Yeast was 
decidedly not the stuff of which great industrial achievements are made. 
In 1907 the gross value for the output of yeast was only £689,000, or 14.3 
per cent of the distilling industry's output. Nevertheless, governments 
well understood its importance in the food supply and made special 
arrangements for its distribution during the First World War and the 
General Strike.* 

The first section describes the circumstances in which British distillers 
took up yeast production; it includes discussion of the Distillers Co. 
(DCL) which pioneered the Vienna yeast process and became the 
dominant British yeast producer with 70 per cent of output in 1918. 
The second and third sections review the state of domestic and foreign 
competition. The emphasis then switches to distribution and the creation 
of a national marketing network following the formation of the United 
Yeast Co. (UYC) in 1899. The fifth section considers the relationship 
between science and business. 


I 


The initial capture of the British market by imported yeast owed much 
to the reform of the excise system in 1823.5 In the eighteenth century 
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distillers had a sizeable yeast business with bakers and housewives, but 
the trade became a casualty of the reforms which made the washbacks, 
where yeast was collected, inaccessible to distillers. Between 1823 and 
1860 distillers were forbidden to use or sell yeast produced in the 
distillery, and the supply of yeast for baking was left to brewers. For 
bread making, brewers’ yeast had three disadvantages: it had to be fresh 
daily, it was slow to work, and it imparted a bitter flavour to bread.7 
About mid-century German chemists discovered that yeast from the 
grain ferment of spirit distillation had much greater fermentative and 
reproductive power than brewers’ yeast and could be compressed into a 
plastic state, which was easier to handle and remained fresh for several 
days. The technique was relatively simple. During the most active period 
of fermentation yeast bubbled to the top of the fermenting vessel where it 
was skimmed off by fine mesh nets, washed, and either pressed in filters 
or centrifuged, to make it into a relatively dry paste. It could be further 
dried by the addition of starch and the final product was marketed in 
lb. blocks. Its greater fermentative strength enabled bakers to make 
a ‘straight’ dough.8 

Demand for compressed yeast expanded rapidly and by the 1860s 
the supply for baking was regarded as a German monopoly, though 
a Continental ‘monopoly’ might be more accurate, for French, Dutch 
and Belgian distillers were also active in the British market.’ After 1860 
a combination of events led British distillers to attempt to re-enter the 
yeast market. The Spirits Act of 1860 revoked the prohibition on dis- 
tillery yeast, allowing distillers to collect yeast from the washbacks up to 
two and a half per cent of the total volume of liquid. Further concessions 
followed and by 1880 an extract of ten per cent was permitted.1° This 
legislation became commercially significant as the price of grain spirit 
declined and falling profit margins forced distillers to seek other sources 
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till 1896 did the firm employ a permanent analytical chemist. When 
chemists were employed it was on a short-term consultancy basis, most 
commonly to deal with the problem of the disposal of waste liquids 
where the conditions set by the River Pollution (Prevention) Act of 
1876 had to be met. Other short-term use of chemists was made when 
the Board felt that competitors possessed valuable information as, for 
example, in April 1877, when a sum of 30-50 guineas was given to a 
Mr McGowan, a student at Leipzig, ‘in order to obtain information 
which might be of future service to the Company’. Pressure from 
preventive legislation and ad hoc industrial intelligence gathering hardly 
constituted a consistent policy towards scientific knowledge. 

It was in this context that Dr W.S. Squire, a consultant chemical 
engineer, offered the DCL his new process for making Vienna yeast 
in October 1881. Unlike Scotch yeast, which was merely the yeast 
that arose naturally in the normal course of fermentation, Vienna 
yeast involved deliberate manipulation of the mashing process. Higher 
temperatures and thicker mashes were used to encourage the growth 
of yeast.14 Squire’s process, which he had patented, utilised certain 
well known chemical properties of thick mashes and was more akin 
to a successful recipe rather than a fundamental scientific discovery. 
This made the exclusivity of the patent a matter of some uncertainty. 
Moreover, by altering the mashing process, Squire was attempting to 
break or at least to bend the then iron law of yeast making, namely 
that the greater the amount of yeast produced, the lower the quantity 
of alcohol and vice versa.15 The effect of the process on the yield and 
quality of spirits, like the patent issue, was to be a persistent concern 
for DCL. 

In December 1881 DCL signed a ten-year agreement with Dr Squire 
for the manufacture of Vienna yeast; this marked the tentative begin- 
nings of a scientific approach to fermentation and the foundation of an 
important source of revenue for the DCL. 

British businessmen have acquired a dismal reputation for their 
neglect of science; so too have historians according to the author of a 
recent survey who described historical understanding of the relationship 
between science and business as rudimentary, and criticised historians 
for being ‘as indifferent to science and technology as the businessmen 
and politicians they pillory’.!6 Such views make it worth giving a full 
account of the relationship between Squire and DCL; the relationship, 
characterised by Squire as one between ‘capitalist and chemist’, was 
seldom easy. 

Sales were to begin in May 1882, but before the agreement could 
be implemented DCL had to extricate itself from the contract with 
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Anbuhi & Loebell. This was not accomplished until March 1882, when 
two distilleries, Cameron Bridge and Kirkliston, were freed for Squire’s 
experiments. Squire was working against time from the start and it was 
not till October that he was able to report that his experiments had 
been ‘entirely satisfactory’.‘7 Samples of Cameron Bridge yeast and, 
for comparison, French yeast were given to three bakers without ‘any 
hint as to their origin to get an unprejudiced trial’.18 One baker was 
unable to distinguish any differences between the samples, the other 
two thought the French yeast ‘was, if anything, rather better’. However, 
they also reported that ‘they would gladly welcome a British made yeast 


spend £1,500 on plant to enable full scale production to begin. The 
Board was less enthusiastic, concluding that the trials ‘had not proved 
beyond doubt that Squire’s yeast is equal to Parisian or French yeast of 
the highest quality’, and decided that further small-scale experiments 


severely criticised the conditions in which the experiments had been 
conducted: 


Nearly every vessel and utensil I had in use leaked in several places, 
and old tins and buckets had to be disposed so as to catch as many 
drips as possible. These tins and buckets subsequently did duty as 
vessels to catch the Yeast. My thick bub had to be bucketted about 
from one vessel to another increasing the general mess and dirt in 
which I have worked in my shirt sleeves from morning till night, 
and not infrequently from six in the morning till three o’clock the 
next morning. 
. I have pointed out that 12 toms a week can be made at 
Cameron Bridge, and that its value will be at least £40 a ton. If 
this be so (and what interest have I in deceiving you) we shall lose 
by three weeks discussion of this £1,500, a profit equal to the whole 
sum discussed and assuming the product to be worth say only £20 a 
ton, we shall achieve the same result by a correspondence, without 
action, extending over six weeks.?! 
The Board found the report difficult to understand because ‘(théy) are 
insufficiently competent in chemistry to say whether Mr Squire is right 
or wrong’ and suggested that Squire ‘should show his confidence in his 
ability to make yeast without loss of spirit from the wort by putting up 
the cash’.> The Board informed Squire that £1,500 would be sanctioned 
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for additional small-scale trials, but only if Squire would subscribe £400 

which could later be repaid from his share of the profits. This, in 

Squire’s view, directly breached the principle of the original agreement 

in which: 
The Company undertake to play the part of Capitalist and to 
provide all Apparatus and Materials, receiving in respect thereof 
75 per cent of the profits. I undertake to play the part of scientific 
adviser, and not only to give information but to provide a channel 
through which the product may be sold. I am to receive in respect 
thereof 25 per cent of the profits. 
_.. 1 am unable to put up the money rather than unwilling. I 
have spent a lot of time and money on the process and would 
hardly have done so if I was not confident in the result. It is 
fundamental to the agreement that the DCL has the capital; I 
have the expertise. If I put up the money than this strikes at the 
heart of the agreement.” 

DCL’s lawyer considered it right to seek capital from Squire: 
it does seem a fair condition for the Board to annex to the 
expending of more money on apparatus that Mr Squire shall be 
at part of the expense himself so as to give them some guarantee 
that he is not simply experimenting but demonstrating a process 
with which he is acquainted and which he knows can be worked 
with success and without detriment to the manufacture of spirits 
at the Company’s distilleries’.* 


The Board repeated its offer to erect the plant provided Squire contrib- 
uted 25 per cent of the cost. Again Squire declined and urged the Board 
to make a rapid decision: 


The Board now decided to terminate the agreement, recognising that 
this would mean that it would be unable to use the process until the 
patent expired in May 1892.27 Squire responded by pointing out that 
he refused ‘to conduct futile experiments with inefficient plant’, but 
that he ‘did not refuse to conduct the manufacture on a small scale 
with efficient plant; I have always been willing to do so if the Board 
would not try a larger scale’. 
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by thc Board, and the spirit yield by an independent chemist. In 
May the Board authorised further expenditure of £524 and instructed 
the manager of Cameron Bridge to give every assistance to Squire, 
something he had refused during the initial experiment. Ten months 
of intensive experimental work followed and by February 1884, samples 
were available for baking trials. The process passed both tests set by the 
Board. 


Commercial production was still some time away because the process 
breached many of the safeguards contained in the 1823 Distillery Act 
and Squire was set further hurdles by the revenue authorities. It 
took six months to redesign the process to the satisfaction of the 
local Revenue Supervisor and not till January 1885, did the Board of 
Inland Revenue grant permission for the manufacture of Vienna yeast 
at Cameron Bridge.» More than three years had elapsed since Squire’s 
initial offer, a sharp contrast to his optimistic forecast of eight months 
from the beginning of experiments to commercial production. 

Revenue approval was immediately followed by a £2,000 investment 
in the Vienna process. Haste became the order of the day as rumours that 
spirit dealers were intending to found a new grain distillery in Edinburgh 
in opposition to DCL were confirmed. The prospect that DCL would 
lose customers once the new North British distillery got underway 
was all the more unwelcome because the United Kingdom Distillers’ 
Association was gradually losing control of the grain whisky market.3! 


tons of which Vienna yeast accounted for about half. 

How profitable was the new product? This can be assessed in two 
ways. Firstly, from an estimate of the cost of introducing the process 
at Port Dundas which showed that on a make of 2.5 to 3 tons per week 
the cost of production was £5 per ton against a selling price of £32, or a 
gross profit margin of £27 per ton.33 Little wonder then that the Board, 
more accustomed to profit margins of six per cent, or a penny [0.4p] on a 
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TABLE 1 


DCL NET PROFITS, 1887-92 


) (B) (C) 
Period Total Net Profit Yeast Profit B as XA 
1887-88 £106,390 £ 6,000 5.6 
1888-89 £ 99,450 £17,718 17.8 
1889-90 £ 86,566 £21 24.3 
1890-91 £121,022 n.a n.a 
1891-92 £104,254 £23,342 22.4 


Note: The accounting year began in May. The yeest profit figures in Col.(B) exclude 
Squire’s commission and profits on Scotch yeast; hence Col.(C) understates the 
contribution of yeast to total profits. n.a = not available. 


Sources: Col.(A) DCL Published Accounts. Col.(B) DCL Board Minute Books 


gallon of grain whisky costing 1/3d [6.25p] (ex duty), should begin to view 
Squire’s process with greater enthusiasm and by 1894 have extended it 
to Carsebridge and Glenochil distilleries. The second source is Squire's 
commission: for 1887-88 this was £2,000, indicating a total profit on a 
25/75 per cent split of £8,000. The following year it was £5,906 making 
total profits of £23,624.%4 The relationship of yeast profits to the total 
net profit of the DCL during the agreement with Squire, that is, until 
May 1892, is shown in Table 1. 

Yeast gave DCL an important cushion against intense competition in 
the spirit trade but the problem of relying on yeast was that what was 
attractive to DCL was likely to be just as attractive to competitors.» 
DCL’s advantage was its agreement with Squire but as 1892 approached 
the possibility was that exclusive use of Squire’s process would end, and 
Squire would be free to sell the process to other distillers. 


accept responsibility, refused to have his commission reduced, and 
rejected a compromise ‘to halve the difference and end the dispute 
amicably’. Sympathy for Squire was not great, the Board feeling that 
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he was an irksome, tedious individual, a source of endless irritation and 
exceedingly expensive in view of his commission. Certainly the proposals 
for an extension were very much less generous, involving a 50 per cent 
reduction in Squire’s share of profits and the remission of the marketing 
rights to DCL, including the trade mark (Balloon Yeast).37 

The proposals were unacceptable to Squire. Fearing that an extension 
was unlikely, DCL sought to register a trade mark for yeast, copying 
a device on its whisky, only to make the unpleasant discovery that 
Squire, eight months earlier, had registered an almost identical mark.38 
This confirmed the darkest suspicions of Squire’s opponents and legal 
action was immediately taken to combat his piracy. Under an out of 
court settlement in April 1891, DCL gained possession of the Balloon 
brand but relinquished its exclusive right to Squire’s process. Squire’s 
participation in profits ended and a royalty of 35/ — [£1.75] a ton was 
substituted. Marketing was also acquired by DCL. Squire was free to 
license other distilleries and in a highly competitive market there was 
no shortage of applicants; the assiduous use Squire made of his freedom 
remained a thorn in DCL’s side until his death in 1907. 


II 


The attraction of yeast was the additional revenue it offered, particularly 
during intense competition in the grain whisky market in the early 
1890s, and even more so after 1900 when spirit consumption began to 
fall. The economics of yeast are illustrated in a letter from Squire to 
William Sanderson, the managing director of the North British Distillery, 
attempting to persuade North British to adopt his process: 


I note that you are nervous about the quality of your spirit, but 
in my opinion you will have to come to yeast sooner or later, 
and for the following reason. Taking the figures that I gave you, 
the calculation of the pecuniary advantage of yeast comes out as 
follows. When yeast is made, the extra cost per ton of labour 
and materials etc. is about £12.14.0 [£12.70] after everything, 
including commission and carriage, is paid. The average selling 
price at present is about £39 per ton. This gives a net profit of 
£27.6.0 [£27.30] per ton. 

Now one ton is obtained for every 1,000 gallons, speaking in 
round numbers, so that every £4 per ton obtained for yeast is 
equal to a saving of one penny per gallon of spirit. Therefore 
on these figures the yeast maker can sell his spirit about 7d. 
[3p] per gallon cheaper if he wants no profit on his yeast. If 
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therefore you can get 7d. per gallon for your spirit more than 
the yeast makers can get, you are all right, but if not, you will 
be at a heavy disadvantage.*? 


By October 1895, DCL was gravely concerned about losing its share 
of the yeast trade. Five patent still distilleries had increased their yeast 
making capacity, whilst the London distillers were enquiring about 
yeast ‘to see if they could improve their position by going into the 
trade’. 


What happened after the agreement with Squire offers a classic 
example of the effect on profit and prices of the loss of exclusive 
rights to an innovation. Monopoly profits and prices available during the 
period of exclusive use were gradually whittled down as the innovation 
spread and the pioneer was challenged, though output was more than 


market. Yeast imports fell from 14,244 tons in 1887 to 6,527 tons in 
1901, and prices were reduced from £54.30 per ton to £49.20 (Fig- 
ures 1 and 2). As expenditure on bread, the main outlet for yeast, 
was rising foreign yeast makers had experienced a marked reduction 
in their share of the British market. The relaxation of the excise 
regulations had been followed by a positive response from British 
distillers 


After 1900 imports rose from 6,937 tons to a peak of 10,454 tons 
in 1913, a growth of 3.2 per cent per annum. In 1907 yeast imports 
were valued at £356,613, indicating that foreign producers accounted 
for around 34 per cent of the market. With expenditure on bread rising 
at a rate of 3 per cent annually between 1900 and 1913, the implication 
is that foreign producers slightly increased their market share. This, 

with a continuing fall in the price of yeast, from £49.20 per 
ton in 1900 to £39.20 in 1913, explains the persistent complaints from 
British distillers about foreign competition. How did home producers 
respond? 


HI 
The initial response was to try to form a cartel with foreign yeast 
makers, but by 1905 this had been abandoned in favour of tariff 


. A request for an import duty to ensure ‘fair’ competition 
was rejected and the failure of these strategies led DCL to view 
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TABLE 2 


DCL PROFITS, 1892-1900 





A) (B) (C) 
Period Total Net Profit Yeast Profit Bas %A 
1892-93 £121,944 £34,236 28.1 
1893—94 £121,541 £42,822 35.2 
1894-95 £135,263 £47,033 34.8 
1895-96 £146,604 £44,645 30.4 
1896-97 £183,643 £41 373 22.5 
1897-98 £193,487 £33,345 17.2 
1898-99 £150,135 £30,769 20.5 
1899—00 £149,101 £38,012 25.5 


Source: Col.(A) DCL Published Accounts; Col.(B) DCL Board Minute Books 


TABLE 3 
DCL YEAST PRICES AND OUTPUT, 1888-1900 


Period Price Per Ton Yeast Output(Tons) 
ee ee 


1888 £44 2,000 
1892 £52 2,790 
1893 £48 2.992 
1894 £44 3,126 
1895 £40 3,390 
1896 £38 3,964 
1897 £38 n.a 
1898 £38 La 
1899 £38 n.a 
1900 £30 La 





Source: DCL Board Minute Books. 


marketing and scientific research as better weapons against foreign 
competition. Domestic competition was easier to deal with, for as 
spirit consumption fell after 1900, DCL began consolidating the patent 
still distilling industry. This brought DCL the added benefit of the 
yeast trade of the firms it purchased, which it could utilise through 
a national distributor, the United Yeast Co., formed in 1899. With a 
perishable product, the better the system of distribution, the greater 
the market penetration and the larger the scale on which yeast could 
be manufactured and competition met. Competition and distribution 
were thus intimately linked. 

The petition for tariff protection, presented to Austen Chamberlain in 
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thereafter) 


January 1905, sought to utilise concern about Britain’s growing depend- 
ence on imported food.‘! Increasing imports from France, Belgium, 
Holland and Germany had created a situation where any disruption 
to supplies ‘in the event of foreign complications’ would have very 
serious results for the supply of bread. ‘The present low prices at 
which Foreign yeast is being dumped down in the English market 
offer no encouragement to the Home Yeast manufacturer to extend his 
production’, whilst ‘the harassing Excise restrictions . . . would render 
it impossible for him to compete at all, but for the fact that he can 
supply a fresher yeast than his Continental competitor’. The home 
manufacturers claimed to be ‘quite capable of producing all the Yeast 
required by this country’, but to do so they would need compensation 
for excise restrictions. This might take the form of ‘a small duty’ which 


” ought not to be regarded as protection, but ‘merely an offset to the Home 
` `. mk? `: 
“aqe W 


. ` ` 
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Manufacturer for the restrictions imposed upon him in making yeast on 
the same principle that the differential duty is at present charged upon 
Foreign Spirits’. The duty proposed was 2d. [0.8p] per Ib., a sum which 
actually amounted to 45 per cent of the prevailing import price. 

The petition was rejected. Food taxes were too sensitive, and the 
application was also opposed by the Excise. Although the principle 
of compensation for the additional cost of excise regulations had been 
conceded in the differential duty on imported spirits in 1860, it was 
compensation for the final product and left the system of excise controls 
intact. To compensate for yeast would be to strike at the heart of the 
excise system, for it would throw into doubt the checks which safe- 
guarded the revenue. With yeast production undergoing technological 
change, it might also inspire further claims for distillers’ inability to use 
the new technology. 

If the petition contained an element of special pleading, there was jus- 
tification for the distillers’ view that the excise system did not constitute 
a level playing field in competition with foreign producers. Features such 
as the separate brewing and distilling periods restricted the utilisation of 
plant. The extent of the disadvantage may be gauged from experience 
during the First World War when this restriction was relaxed temporarily. 
DCL calculated that this enabled it to produce an extra 21,000 tons 
of yeast and 15.7 million proof gallons (mpg) of spirit annually from 
existing plant alone.4 For comparison, British yeast production in 1918 
was estimated to be between 34,000 and 36,000 tons, whilst patent still 
output was 45 mpg.® Excise legislation also hindered innovation, for 
several new techniques, available to Continental distillers were not 
permitted in Britain. 

In 1911 DCL’s chairman, Graham Menzies, justified an allocation of 
£50,000 to the reserve fund (a fund which stood at £380,000 or 1.9 times 
current profits) on the grounds that it was a necessary defence against 
foreign competition. The price of yeast was being ‘more and more cut 
into and it is becoming a question of a struggle for survival between 
the Home and Foreign Maker’. Foreign competition, in Menzies’ view, 
was not fair competition because foreign makers were dumping surplus 
output in the UK ‘at about half the price of what they charge for 
yeast at home’. By 1911, import prices were £39 a ton, a reduction 
of 21 per cent since 1900. Maize and rye, the main raw materials, 
had risen by 25 and 15 per cent respectively, so DCL’s yeast trade 
was subject to a squeeze on profit margins, though they remained 
high in relation to grain spirit. With unrestricted competition, and 
consolidation as yet incomplete, more radical action was required 
if DCL was to hold on to its yeast trade. The course chosen was 
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FIGURE 2 
YEAST PRICES 


POUNDS PER TON 
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Source. Statistical Abstract for the United Kingdom (P.P. 1908 CXVII and annually 
thereafter) 


a new distributive system, as novel as Squire’s process had been in 
the 1880s. 


IV 


After DCL assumed control of the marketing of Vienna yeast in 1892, 
the agency system was reorganised. In response to agents’ complaints 
about the lack of uniformity in pricing, quality and branding, the 
administration of yeast sales was removed from individual distilleries 
and centralised in the yeast department at head office. This copied an 
earlier reorganisation of spirit sales, but was not to prove a complete 
solution. Other changes included the dropping of the ‘Balloon’ brand 
because it was too closely identified with Squire, and Vienna yeast was 
marketed as ‘Pure DCL Yeast’. This standard brand was backed by an 
advertising budget which rose from £1,000 in 1892 to £10,000 in 1897, the 
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most expensive advertising scheme DCL had yet undertaken. To meet 
competition the company sold unbranded and mixed yeast (the latter 
containing 10—15 per cent of farina) at prices lower than its proprietary 
brand. Products which might be sold in conjunction with yeast were 
investigated and in March 1896 sanction was given for a malt extract 
factory capable of producing 15 tons per week at Kirkliston distillery.45 
By November the first samples were ready for baking and chemical 
tests.© These proved ‘very satisfactory’ but the new product, as well as 
persistent complaints about the varying quality of yeast, underlined the 
need for DCL to have its own chemist and in December 1896 the Board 
finally appointed one who was expected ‘to devote his whole time to the 
analytical work of the Company’ .*’ With this weekly tests of malt extract, 
DCL yeast, and competing brands became a regular feature. The era of 
the part-time, ad hoc employment of chemists was drawing to a close. 

The central sales department, established in 1894, was meant to ensure 
fresh supplies of yeast daily, an absolute essential for a product that 
had an extremely short shelf life (in contrast to the distilling industry’s 
main product). It was not wholly successful in providing this service. 
With the bulk of DCL yeast being sold in England, co-ordination and 
communication between Head Office and the company’s numerous 
agents were difficult. Centralisation created an extra link in the chain 
of communication between the distilleries which produced yeast and 
the customer. Complaints about quality, a common occurrence with a 
perishable product, were sent from the customer via the agent to Head 
Office and then transmitted to the distillery. Agents who had previously 
had direct access to the distilleries regarded centralisation as a mixed 
blessing. More importantly, for the company to act as producer and 


single firm was therefore great. 

For several reasons then the distribution system was far from perfect 
and in 1898 W.H. Ross, DCL’s general manager, proposed that all the 
yeast agencies should be formed into a single distributing company 
in which DCL would hold 50 per cent of the shares and have a 
representative on the board.48 His enthusiasm for a combine was not 
shared by all yeast merchants, many of whom did not wish to lose their 
identity or independence, and a less ambitious scheme was adopted in 
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TABLE 3 
YEAST DISTRIBUTION (1913) 


Estimated Cost of Production: £15.10/- per ton 
ber 


Num 
of Profit 

Finns Prices Margins 
a _C.eeY- C.C C — 
Producers: Distillers 5 £38 p.t = 19/-p.b 145% 
Wholesalers: Merchants 23 £44 p.t = £1.2/-p.b 16% 
Retailers: Dealers Very £56 p.t = £1.8/-p.b 27% 

large 


Retailers: Bakers — Grocers 
Consumers 


TE 


Notes. p.t = per ton; p.b = per basket of 561bs. weight 
Source. see footnote 51 


which three of the larger agencies and DCL formed the United Yeast 
Co. Ltd. in December 1899.” 

United Yeast enshrined the belief that ‘the only way to make a real 
success of delivering yeast to bakers was to perform the service on a 
national scale’. A national network evolved over a 25 year period. 
Two stages in its evolution can be detected and these will be easier to 
appreciate with the aid of Figure 3.51 

The route from the distiller to the consumer — from tons of yeast to 
ounce packets — was a long one. From the distilleries yeast was sent to 
the wholesale yeast merchants, a group of some 23 firms, all members 
of the Wholesale Yeast Merchants’ Association, founded in 1893. From 
the merchants the yeast then went to the dealers who either sold the 
yeast to bakers and grocers or retailed it direct to the consumer. There 
was a very large number of dealers, but they were loosely organised 
into regional associations. Dealers were commonly small businessmen, 
sometimes handling as little as a dozen baskets of yeast per week — 
a basket weighed 56 lbs. and cost £1.88 [£1.40] in 1913 — so a dozen 
amounted to a turnover of £16-£17. Dealing reflected broad regional 
variations in yeast consumption. In the North of England the majority 
of sales were made through grocers to housewives for home baking; 
in the South the shop loaf was more popular and the commercial 
baker the main outlet. Yeast prices in the North were lower because 
home baking was less economical in yeast and the quantity used was 
greater.* 

Distribution costs added substantially to the price of yeast. A ton of 
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TABLE 4 


DEALERS’ FIRMS PURCHASED BY THE UNITED YEAST CO., 1900-25 


i 


1900—04 9 £ 4,826 £ 536 
1905-09 26 £ 35,752 £1,375 
1910-14 86 £ 37,691 £ 438 
1915-19 48 £ 32,920 £ 686 
1920-25 36 £145,208 £4,034 
Total 205 £256,397 £1,251 


Source: UYC Records 


yeast which cost £15.10 s. [£15.50] to produce was finally retailed at £56, 
a value added of some 260 per cent. The largest margin went to the 
distiller, and at 145 per cent was substantial despite all the complaints 
about foreign competition. Distillers claimed that their prices were 
determined by foreign yeast and that retail prices were left to the 
Wholesale Yeast Merchants’ Association. Distillers did not sell direct 
to dealers, so the Merchants’ Association fixed the price to bakers and 
grocers, the Yeast Dealers’ Association having little inftuence on prices. 
Grocers’ prices were not fixed, their profit margins varied and grocers 
often sold yeast ‘merely as a convenience to customers for flour and 


The second stage was to regroup the trade from these firms around 
regional distribution centres. By 1925 there were five main centres, each 
with its satellite branches (Table 5). 
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TABLE 5 


UYC DISTRIBUTING CENTRES AND BRANCHES (1925) 





Centre Branches 
Londoa 43 
Bristol 36 
Manchester 35 
Leeds 25 
Birmingham 18 
Newcastle 17 





Source. UYC Records. Manchester was the head office. 


The centres administered sales, the actual physical handling of yeast 
being done at 181 depots. 

Little of this system would have been possible without the develop- 
ment of motor transport. Long distance haulage of yeast from the Scot- 
tish distilleries was by rail but the railway never provided a satisfactory 
service for local deliveries; hence the very existence of such a large 
number of dealers with their carts and horses, their main asset. Mar- 
shalling delays and frequent handling were ‘apt to be fatal to yeast’, so 
in 1910 UYC switched to motor haulage. Small auto-carriers were the 
first vehicles and thereafter a gradual expansion in motor transport took 
place enabling a larger market area to be covered at greater speed from 
fewer distribution points. 

It was realised that the evolving distribution system could be used to 
sell a great variety of commodities to bakers and the sales list grew 
to include dried fruit, bread improvers, malt extract, tea, dried eggs, 
wedding cake ornaments, canned meats and so on. These commodities, 
collectively known as the sundries trade, formed the basis for a mar- 
keting operation in which United Yeast supplied the entire range of a 
baker’s requirements, including a complete shop-fitting service.* 

What UYC had recognised, ahead of any competitors, was that with 
some 30,000 bakers in England and Wales, most of whom operated 
relatively small businesses — “The One-Sack-A-Day-Baker’ was how 
UYC’s advertising manager described them — there was great scope for 
an intermediary who could eliminate many of the time consuming and 
costly preparatory stages of baking. The humble ogg provides an illus- 
tration. When UYC was formed, bakers were purchasing eggs through 
wholesalers who imported shell-eggs from Denmark, Russia, Austria, 
Italy and Egypt. Investigation showed there was considerable instability 
in supply and violent fluctuations in the market. UYC introduced a 
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tinned, dried egg to bakers which excluded bad eggs, saved the baker 
the trouble of shelling, and stabilised prices. The product was sold as 
a proprietary brand with the none-too-inspiring title *TTSEGG'”.57 
The increasing emphasis on competition by service rather than price 
was intimately connected to the efforts of the Wholesale Yeast Mer- 
chants' Association to control retail prices, an objective completely in 
harmony with the distillers, and to meet foreign competition. Because 
distillers refused to sell direct to dealers, but only through recognised 
agents who were members of the Wholesale Yeast Merchants’ Associa- 
tion, the Association achieved a position where it could control retail 
yeast prices. In 1912, four of the bigger members formed the York 
committee with the intention of stopping competition (Table 6). 


TABLE 6 


MEMBERSHIP OF THE YORK COMMITTEE 


price fixing at the distillery, but what benefits did DCL derive from its 
50 per cent shareholding in UYC? The most obvious was participation 
in UYC's profits, but this was not necessarily the most important, 
because UYC played an important role in DCL’s strategy for meeting 
domestic competition. UYC was not designed solely or exclusively for 
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the distribution of DCL yeast, and until the 1920s, when DCL gained 
control of the yeast distilleries, UYC purchased and sold yeast from 
other makers. Paradoxically, it was very much in DCL’s interest that 
this should happen. In periods of short supply UYC bought in yeast 
from outside makers and re-sold it under DCL brands. Continuity of 
supply was important because yeast making remained a troublesome 
process, hot weather and bacterial infection often disrupting production. 
So too did strikes in that troubled period of industrial relations between 
1910 and 1911. Access to competitors’ output insured DCL against such 
difficulties and provided information about the quality of their yeast. It 
also fulfilled a more aggressive purpose, and from 1903 UYC was being 
used to disrupt domestic competition by contracting for large quantities 
of yeast from DCL’s competitors.6! Such orders were maintained for a 
two or three year period and then abruptly cancelled, a tactic which 
rendered competing distilleries vulnerable to takeover. It troubled the 
yeast merchants on UYC’s Board, and in 1908 they asked DCL to take 

control so as to ‘enable . . . the managers to concentrate their 
energies solely in the interests of the DCL’.@ Ross rejected the request 
because UYC was of greater benefit as a semi-independent firm. Not till 
1928, after the consolidation of grain distilling, was UYC fully merged 
into DCL. By then 80 per cent of DCL’s yeast output was marketed by 
UYC; the remainder, mainly Scottish sales, continued to be handled 
through the Yeast Department at Head Office until 1939.6 


v 


and innovation, reflected in the appointment of an analytical chemist, 
was aided by two further developments. In 1902, with the acquisition 
of the Adelphi distillery, its owner, Archibald Walker, was appointed to 
the Board. Walker had been educated at Loretto and Trinity College, 
Oxford, where he had graduated with a first in natural science, a quali- 
fication which made him unique amongst the directorate. He had been 
responsible for introducing yeast making at Adelphi and at Vauxhall 
distillery in Liverpool. A Fellow of the Institute of Chemistry, he brought 
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(A) (B) (C) (D) (E) 
Gross Capital 

Year Expenditure B as %A on Yeast Bas %A 
1908 £183 366 £ 5,155 3 £ 1,071 21 
1909 £174,293 £ 23,672 14 £ 6,700 28 
1910 £199,572 £ 37,693 19 £27,671 73 
1911 £230,530 £ 30,393 13 £ 3,450 11 
1912 £219,257 £ 30,679 14 £ 5,723 19 
1913 £245,850 52 £31,431 24 


to the Board a first class scientific mind and practical experience of 
working the air yeast process, a method in which compressed air was 
forced through the mash to encourage the growth of yeast and retard 
spirit production. 


The committee concentrated on two areas: the development of pure 
yeast cultures and the re-equipping of the yeast distilleries with labour 
saving devices. Pure yeast cultures could effect a much more rapid and 
complete fermentation, increasing the growth of yeast and retarding 
spirit production. In 1911 the committee decided that DCL should 
making its own sced yeast and sought ‘the services of a Continental 
Chemist experienced in the science of pure culture’.67 Several cultures 


accurate appraisal of less novel forms of investment. Comparative 
calculations of the return to capital expenditure in different plants made 
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for more rational investment decisions. Investment in yeast making rose 
considerably before 1914 (Table 7). 
The largest increases in 1910 and 1913 were associated with the 
ing of distilleries with labour-saving devices. Yeast produc- 
tion, especially the packing and handling stages, was extremely labour 
intensive. Labour disputes in 1910 and 1911, the tight labour market in 
the immediate pre-war years, and the scarcity of manpower during the 
war abundantly justified such devices. 


VI 


The period from 1880 to 1914 saw the partial re-possession by British 
distillers of an old trade. Considerable success against foreign producers 
was achieved until 1900, but thereafter a resurgence of imports provoked 


system, described by a leading authority on the chemistry of distillation, 
as ‘extremely severe and inelastic’, impeded the modernisation of the 
spirit industry. Nevertheless, the judgement must be that lack of sci- 
entific expertise amongst British distillers also contributed, and the early 
stages of the Vienna process were undoubtedly made more troublesome 
by the DCL Board’s incompetence in chemistry. By 1900 DCL had 
recognised this deficiency and was beginning to attempt to remedy it 
by a mixture of home-grown and imported expertise. 

The competitive structure of the industry does not appear to have con- 
tributed to the limited use of science, though a major difference between 
Britain and Germany was the absence of centrally funded research. 
The Bertin Distillers’ Association had its own laboratories, developed 
its own pure yeast culture, Species II, and distributed it amongst 
the members. The institutional environment in Germany was very 
different for long-standing historical reasons. As a late industrialiser, 
a strong distilling industry was still seen as a valuable device for 
improving German agriculture, an attitude which had long disappeared 
in Britain.© 

In Britain before the First World War the history of yeast making was 
far from being ‘another chapter in the romance of applied science’.”? 
Applied science and yeast making took a painfully long time to marry, 
and the eventual union owed: much to imported scientific achievement. 
The trade’s most novel feature was the creation of a nationwide distribu- 
tion system with its emphasis on service, but what ultimately weakened 
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A Price for Every Product, Every Place: 
The International Steel Export Cartel, 
1933-39 


DANIEL BARBEZAT 
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1939, its structure and to appraise its impact on world 
steel Contrary to the view that the cartels were unable to increase prices, 
I find that they were able to affect world prices through price 

exclusive sales merchants in countries. Using received 


price’ quoted in Antwerp. The International Steel Export Cartel was abie to 
provide its members with higher prices by segmenting markets. 


organisations and re-established order to their chaotic international mar- 
kets. On 18 July 1933 the founding members of the origmal International 
Steel Cartel of 1926 formed a new steel cartel made up of several export 
cartels. Just as the first cartel had recreated a workable environment for 
member firms after the disruption of the First World War, the export 
cartel of 1933 sought to do the same after the disruption of the world 
depreasion. It enabled its members to create a new international trading 
system, regulating steel exports and their prices.! 

Unlike the first cartel, the new international cartel set quotas only for 
exports, so that the relative domestic demand differences within each 
country did not cause long quota disputes, as in the first cartel. The 
International Steel Export Cartel (ISEC) of 1933 was heralded as the 
final victory of international co-operation in the inter-war steel industry 
and was seen as the first ‘real’ European steel cartel in the inter-war 
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period.2 Yet, economists have generally judged the victory a minor one; 
assessments of the cartel’s success have been generally negative.3 On the 
cartel’s impact on prices, for example, Günter Kiersch concluded in his 
1954 dissertation that, ‘The International Steel Cartel achieved its goal, 
the influencing of the price, in only a very limited way’ .4 Ervin Hexner, 
a contemporary authority on the cartel and author of the standard text 
on the cartel, claimed that the members disregarded the effect of sales 
on prices and that, ‘generally, national groups preferred to acquire as 
much business as possible’ .° 

This article re-examines the International Steel Export Cartel from 
1933 through to 1939, explaining its structure and attempting to appraise 
its impact on world steel prices. First, I discuss the development of the 
ISEC, with an emphasis on the impact of the British Steel Federation’s 
inclusion in 1935. Next, I examine how the pricing policy of the export 
cartels affected world markets. Contrary to the view that the cartels were 
unable to increase prices, I find that they were able to affect world prices 
through price discrimination by creating exclusive sales merchants in 
stecl-importing countries. Using received export prices for the German 
national group (Stahiwerks Verband), I show that firms were actually 
receiving higher prices for their steel exports than the ‘world price’ 
quoted in Antwerp. This shows that even though the cartel was not 
successful in raising the world price, as measured in Antwerp, it was able 
to provide its members with higher prices by segmenting markets. 

II 

At its peak the ISEC was a formidable structure. Encompassing eight 
national groups with 18 separate export cartels, the cartel was the 
most intricate international cartel of its time.6 Figure 1 shows the 
besic structure of the cartel and how the various cartels and national 


did displace tension to the domestic organisations, as some firms had a 
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higher international exposure than others and therefore had conflicting 
This complex arrangement was not created quickly or simply. As 
Hexner put it: 


The complete structure of the ISC developed gradually, and hardly 
as a result of conscious planning. The forms it assumed were the 
` result of immediate necessities. In problems of organization the 
ISC followed the line of least resistance, deviating from institu- 
tional frames inherent in national legal and economic systems, 
though adjusting suitable features of traditional cartel patterns for 
its own purposes. Therefore it is vain to seek logical consistency, 
very distinct jurisdictional spheres or definite hierarchies in the 
general structure of the ISC.8 


The complexity of the agreements was due in part to the complicated 
relationships among the members themselves. Over the 1920s, western 
European steel producers formed a complex system of bilateral trade 
agreements which complemented the international cartel of that period. 
However, during the early 1930s, the countries did not respect the 
agreements and it was not until 1933 with the new export cartels that 
the national groups once again regulated the steel trade between them. 
On 8 May 1934, France, Belgium and Luxembourg signed an agreement 
re-stating their import quotas. The French agreed to limit themselves 
to 15.6 per cent of the Belgian and Luxembourgeois market, with thick 
plates limited to 900 tons per quarter? Belgium and Luxembourg 
agreed to keep their exports to France under 2.8 per cent of the total 
French market.1° There were no explicitly stated penalty provisions, 
but infractions were probably charged 20 shillings, the amount listed in 
the international carte] agreements. German bilateral agreements with 
the other member nations were significantly changed by the return of 
the Saar to Germany in 1935. Although the exact relationships between 
France and Germany are difficult to discern, it appears that the French 
export quotas were annulled and that the Belgian and Luxembourgeois 
quotas were reduced.11 With the inclusion of the Saar, the Germans 
argued that ‘the German market is now 15 per cent bigger than it was 
without the Saar, so the percentage quotas for Belgium and Luxembourg 
should be reduced’.12 Just like the quotas for France, these quotas were 
based on the total German domestic market; the new quota for Belgian 
and Luxembourg exports to Germany was set at 2.327 per cent instead 
of 2.75 per cent.13 Czechoslovakia joined the cartel in July, 1934, one 
year ahead of Poland and Great Britain and the plebiscite of the Saar. 
Like the Polish group, the Czechoslovakian group had relatively small 
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quotas, such as 8.764 per cent for thick plates.14 Throughout the 1930s 
the Czech market was closely tied to the German market, and there was 
little international trade completely independent of German policies. 
After 1937 the Czechs were far more concerned with their territorial 
sovercignty than with steel cartel policy, and their participation in the 
cartel was in name only. Under the terms of the luckless Munich 
Agreement of September 1938, the Czechs lost steel plants to the Poles 
and were quickly swept up in the rapid Nazi expansion. 

1935 was an important year for the international cartel. Not only did 
the situation in the Saar change, but in that year Poland and Great 
Britain joined the international agreements. Prior to 1935 Poland had 
a bilateral import restriction agreement with Germany, limiting German 
exports to Poland to products that the Poles did not produce. In turn, the 
Poles agreed to limit their exports to Germany to only 0.7 per cent of 
the German domestic market. In July, 1935, Poland officially entered 
the ISEC and was given small quotas in each export product cartel, such 
as a 4.23 per cent share in merchant bars.16 Like the Czechs, the Poles’ 
closest link to the west was the German group, and Germany dominated 
the steel policy of Poland. This became especially true after 1937 when 
eastern Europe fell under the influence of the Nazi government. 

The inclusion of the British was not as easy. From the ISEC’s 
beginning, the British market posed major problems. From April 1932 
continental steel exports faced a British protective tariff of 3314 per 
cent ad valorem, up from the previous tariff of only ten per cent. Under 
Schedule I, Class HI of the tariff schedule all steel products (including 
pig iron) from ingots to wire were subject to the new tariff. The tariff 
was designed to give the British steel industry a chance to reorganise 
without competitive pressure from the continent, and in 1934 the British 
responded to the opportunity, forming the British Steel Federation. Total 
UK steel imports fell from 2,882,284 metric tons in 1930 to just 955,433 
metric tons in 1935.17 Even with the dramatic reductions in imports, the 
British producers wanted even higher tariffs, but the British government 
refused, demanding rather that the newly formed British Steel Feder- 
ation negotiate with the continental producers for import restrictions. 

Western European steel producers were divided on how to bargain 
with the British. The French and Belgians wanted to grant the British 
concessions on finished steel while securing their exports of semi- 
finished steel; the Germans, on the other hand, were more interested 
in their British market for finished steel and would not agree to the 
proposed reductions in finished steel exports. No agreement could be 
reached until early 1935, when the British government, ‘in order to 
facilitate negotiation’, raised the tariff to 50 per cent.!8 On 31 July 
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1935 the International Steel Cartel acquiesced and agreed to export 
only 670,000 metric tons for the first year, of which 255,329 metric 
tons were semi-finished steel and 525,000 metric tons for the next, of 
which 195,869 metric tons were semis.19 In return, the British tariff was 
reduced to 20 per cent. In order that non-member firms of the ISEC 
within member countries could not export goods and use up the fixed 
export quantity, the national groups created a license scheme, whereby 
the International cartel received quota certificates up to the permitted 
limits.20 Britain’s aim was to protect her domestic market and important 
colonial markets. As Hexner points out, the British had only moderate 
success at imperial conferences, notably at Ottawa, in securing their own 
preferences in these markets; it was vitally important for the British 
to limit outside competition in these markets.21 Just as the British 
had so much difficulty with the European Coal and Steel Community 
and the early European Economic Community, they were considered 
virtual outsiders of the ISEC, because of their own national agenda that 
limited their co-operation with the members of the cartel even 

the British were formally members of the ISEC after 1935.2 The Times 
drily commented in an article from the city editor that ‘the agreement is 
a striking testimony to the efficacy of tariffs’. and Frederick Benham, 
in his book Great Britain Under Protection, evaluated the agreement as 
‘one of the clearest cases on record of the successful use of the tariff as 
a bargaining weapon’. 

The continental producers did not, however, sit by passively, doing 
nothing. In a report from the French group, (Comptoir Sidérurgique 
de la France, hereafter referred to as the CSF) to its members on 5 
August 1937 concerning the price for semis, one of the issues raised 
was what should ‘the subsidy be attributed by the cartel for exports 
of semi-finished products to Great Britain’? In an internal report for 
Monsieur Truchy of Marine-Homécourt a figure of 7 shillings per ton 
paid by the French cartels, about 5 per cent of the British domestic price, 
was used as the special rebate the firm would receive for semis exported 
to Britain.26 In addition, after 1936 the members of the international 
semi-finished export cartel received a bounty of one gold pound per 
ton from the members of the International Steel Export Cartel in order 
to subsidise exports to Britain.27 Hence, the continental producers used 
their own trade weapons to fight the British assault. However, since the 
rebates increased the payments required by the semi-finished producers 
from the other cartel members, each country paid domestically by 

-fini producers 


British served to destabilise rather than stabilise the ISEC. 


74 BUSINESS HISTORY 


TABLE 1 














Prices for the ISEC and the USA 
Gold Pounds, f.o.b. per metric ton) 

Thick Plates Merchant Bars 
USA ISEC USA ISEC 
Yokohama 6.07.5 7.07.6 6.00.0 6.05.0 
6.10.9 7.00.0 5.13.2 5.15.0 
Buenos Aires 6.12.8 7.03.6 6.03.2 6.01.0 
Rio de Janeiro 6.05.9 7.02.6 5.18.0 6.00.0 
Oslo 6.10.9 7.00.0 5.10.7 5.15.0 
Shanghai 6.08.4 7.07.6 6.03.0 6.05.0 





Source: Gutehoffnungakikie Historisches Archiv 40000090/11, “Examination and Com- 
parison of ISEC prices and American prices’, 8 December 1937. 


were set in response to American price offers. The Japanese had begun 
rapidly expanding its steel production since 1930, especially in goods like 
merchant bars. Its domestic demand for war materials, like thick plates 
for example, was greater than the domestic production, and foreign 
producers fought for the Japanese market. Emile Manchotte, in his 
dissertation on the international cartels, points to this ‘brisk’ competition 
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as the prime reason for the relatively low Japanese export prices.32 Table 
I gives the price differences for' US and European steel in various 
markets. The figures show that prices were most different in areas 
with fast growing steel industries, like the Far East and also in South 
America. The competition from domestic producers in these areas was 
growing in this period, so exporters like the US and Europe had to drop 
prices in order to remain competitive. The fight was especially fierce in 
thick plates because the new steel producers had not yet expanded their 
production of plates as they had in bars or shapes. Given that US thick 
plate production costs were not that different from European costs, it 
is clear from the table that the US was fighting most strongly in the 
Japanese Thick Plate Market, and it is dear why the ISEC felt that the 
United States was a disturbing influence in this market. 

The Management Committee set minimum c.i.f. (carriage, insurance 
and freight) prices for the various consumers. It was absolutely forbidden 
for any member to sell products below the minimum price, unless the 
Management Committee expressly authorised lower prices in order to 
fight outsiders’ competition, like that of the Americans in the Japanese 
market. If a group had to sell products below the fixed minimum, it was 


HI 


Each of the articles of the export cartel agreements served to advance 
four guiding principles: to protect each member group's domestic mar- 
ket; to set policy only for exports; to divide the member group quotas 
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TABLE 2 


Per Ton Price’ Payments as a Percentage 
of the Export Price as paid by the German Merchant Bar Cartel 





Jan Da 9.90 523 na na 0.02 
Feb na 6.99 3.80 1.80 na 0.02 
Mar 3.22 3.23 5.23 1.79 na 2.44 
Apr 4.8 8.54 4.71 1.92 na 2.27 
May 5.52 8.53 6.44 0.99 na 1.85 
Jun 6.08 7.53 10.07 0.90 na 1.47 
Jul 6.13 na 5.58 2.42 2.20 1.40 
Aug 6.77 na 7.18 2.41 1.92 1.74 
Sep 5.80 na 6.56 1.96 1.98 

Oct 6.92 na 6.52 2.11 1.46 

Nov 6.37 6.63 4.73 1.80 1.23 

Dec 5.15 4.89 3.86 1.58 2.21 

Source. Gutenoffrungrhiltte Archiv 40000011/14, Voridafige Abrechnungen 


This does not mean that the cartels had very little commercial impact; 
rather, it demonstrates the difficulty of co-ordinating the various levels 
of international co-operation, given the many problems within each of 
the members own domestic markets. In fact, even in the face of this 
complexity, the cartel members were able to co-ordinate their export 
policies in order to isolate important export markets and to establish 
exclusive merchant agreements for them. Each part of the ISEC was 
run separately and there was no united policy for each sub-cartel. Each 
product had its own agreement, administered by different national 
groups. This allowed the national groups to set specific policies for 
each product in each market, and the cartel members were able to 
divide up key markets and set differential f.o.b. (free on board) prices 
for each separate product in the various geographical markets, which in 
itself was a remarkable achievement. 

The cartels had a policy of setting prices. However, as both Kiersch 
and Hexner conclude, the cartels do not seem to have been effective 
in raising the world price of their products, as measured at a interna-- 
tional commodity exchange, like in Antwerp.*4 Figure 2 demonstrates 


THE INTERNATIONAL STEEL EXPORT CARTEL 7] 


the movement in official list export prices for scmi-finished goods, 
structural shapes, merchant bars and thick plates from 1933 to 1939; 
thcse are the prices use by Kiersch and Hexner in their analysis of 
the ISEC. The prices show a marked stability until about 1936 when 
they start to rise. This rise has far more to do with demand and 
supply conditions, especially the fantastic increase in costs, than with 
careful cartel planning.35 Note that the prices were denominated in 
gold pounds. There was a set conversion factor to calculate the prices 
in paper pounds. As Hexner points out, this enabled the groups to keep 
the gold prices fixed while changing the conversion rates. At first the 
rates changed monthly, and then were fixed at 1.675 paper pounds to 
gold pounds after June 1935. In addition to the control of conversion 
rates, when demand conditions were especially good the cartels would 
charge premiums for steel products, based on the market the products 
were bound. For example, in 1937 the premium paid on merchant bars 
in Japan, China, Manchukuo and India was 20 gold shillings, while in the 
United States and Canada, it was only 10 gold shillings; everywhere else 
the premium was 15 gold shillings.37 

This type of geographical pricing was an effective means for the 
cartel groups to price discriminate. If we recall the determinants for 
the demand elasticity for an input such as steel, we can easily see that had 
the members been able to segment their markets and effectively price 
discriminate in their export markets; they would have charged higher 
prices in areas with fewer alternative suppliers and greater immediate 
need, that is, in areas with lower elasticities of demand. 
advantages in organizing the important import markets, Monsieur Hec- 
tor Dieudonné, the representative of the Luxembourg group, claimed, 


June 1934, that, ‘we can waste no more time in order to organise these 
[foreign] markets’. The ISEC followed his advice and wasted no time 
establishing different pricing policies in different markets. Table 3 gives 
official base prices for the various countries, and indicates how they 
changed between January 1936 and January 1937. 
Two things are interesting about these prices. The first is that 

are consistent with what one would expect from a price discrimination 
model. In areas with a low elasticity of demand, such as in Greece, the 
price is higher than in a market like Sweden, with a higher elasticity 
because of the availability of alternate suppliers. The second interesting 
feature is that the prices converge over time. With the establishment of 
similar special agreements in different markets, the prices tended to be 
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TABLE 3 


Export Merchant Bar Prices for Different Countries 
(f.0.b. prices in Gold Pounds per metric ton) 





1936 1937 
Exrope 
Sweden 3.10.00 5.15.00 
3.12.06 5.15.00 
elle 3.12.06 5.15.00 
Spain 3.10.00 6.00.00 
Greece 4.05.00 6.00.00 
Italy 3.12.06 6.00.00 
Bulgaria 4.02.06 6.00.00 
North America 
Canada 3.00.00 5.02.06 
USA 3.07.06 4.10.00 
Far East 
D.Indies 3.07.06 6.05.00 
China 3.04.09 6.05.00 
Ta 3.07.07 6.05.00 
Kenya 4.10.00 6.07.06 
Nigeria 4.10.00 6.07.06 
Egypt 4.05.10 6.00.00 
South America 
Argentina . 4.00.00 6.00.00 
Brazil 4.00.00 6.00.00 
Middie East 
Syria 4.05.00 6.05.00 
Saudi Arabia 3.15.00 6.00.00 





Source: Krupp Historisches Archiv, WATI/V499, Price List for Merchant Bars, Janu- 
ary 1937. 


more uniform, although the differential price effect is still in operation, 
with Africa paying more in South America and South America paying 
more than North America. 

The prices listed were Basis Prices (Grundpreise); they were not 
always the prices actually charged. Special agreements were made 
with important markets to extend the organiration of the international 
markets and to encourage exclusive merchant agreements. The groups 


The reasons for these special agreements are neatly summarised in the 
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conclusions of George Stigler’s ‘A Theory of Oligopoly’. If members of 
a cartel could assign themselves to individual customers, ‘they would 
be better able to police themselves and better able to operate their 
pricing policy’. This is also the result in D.K. Osborne’s ‘Cartel 
Problems’.41 In addition to these considerations of exclusive sales, 
Stigler also raises the issue of the size of the sales themselves. He 
shows that producers would encourage large sales with differential 
prices if they can set up an organization strong enough to ensure no 
abuses from the differential prices (for example, reselling). In addition 
to creating exclusive merchant groups in the importing countries, the 
arrangements mark the peak of the international arrangement. 

In the organised markets the cartel members divided up the markets 
and set the prices. The operating basis of these arrangements was mutual 
exclusivity. The merchants of an importing country agreed only to buy 
from the cartel, and the cartel agreed to supply rebates and sell only 
to members of the domestic marketing organization. At its height the 
ISEC had agreements with Great Britain, Holland, Switzerland, China, 
Norway, Sweden, Denmark, Syria, Palestine and Egypt. 

Using the Danish arrangement as an example, we observe how these 
agreements were used to divide the markets and set differential prices. 
The ISEC signed the agreement to go into effect on 1 April 1934.“ The 
Danish group was run by Danske, which had nine members who were 
both consumers, producers and merchants of steel. The ISEC agreed 
to sell only to Danske under the condition that Danske members 
should not buy steel goods from anyone else nor re-export any of 
the goods sold to them by the ISEC. Also, Danske members agreed 
not to export any products to ISEC members. Any infraction of these 
conditions were charged with a penalty of 50 gold shillings per ton. The 
exclusivity conditions insured that within the Danish market Danske 
would not have to fight outsider competition and hence could charge 
higher prices. It gave the ISEC members the insurance that Danish 
steel would not be exported into their markets, further strengthening 
their control of domestic prices and sales. Also, it organised the ISEC 
members’ exports to Danske. Each member had a quota amount to 
Denmark, which gave the members a united structure in which to deal 
with this important market“ The problems with policing among the 
members were reduced and members of the ISEC could more precisely 
set their quota arrangements between themselves. This agreement, as 
well as those for the markets mentioned above, created another tier of 
organisation for the cartel members, allowing them better contro! and 
more precise policies for the different markets. 
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TABLE 4 
—— ... UU I C 
Rebates Per to Danske 
(in 1000 metric metric tons and gold shillings) 


0 10 14 20 
Structural Shapes T<1 1<T<25 25<YT<5 Tə5 
Merchant Bars T<2 2&T<4.0 4.0aT<8 Tə8 
Thick Plates T<1 16T<2.0 2.0aT<4 T>8 


Source: Krupp Historisches Archiv WA77TV1004, Agreement between the ISEC and 
Importorforeigen Danske, 11 December 1933 


of the ISEC were able to receive higher prices than those recorded at 
produced local monopolies, the members of the ISEC could sell their 
products at prices higher than the ‘world price’. The member firms of 
the national groups received higher prices and thus benefited from mem- 
bership within the cartel. Figures 3 and 4 demonstrate the differences in 


as the German evidence indicates. From the special agreements, the 
members extended their organization and organised the world on their 
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own terms. By simply looking at the prices quoted in Antwerp none 
of these intricate features is seen; this is why Kiersch thought that the 
ISEC was an ineffective pricing organisation. However, what he did 
not realise was that the cartel was using its control variables of price 
and quantity in many intricate ways to achieve the goals set out in the 


VI 


The international export cartels functioned right up until the Second 
World War. Meetings were held late into 1938, but after 1938 inter- 
national markets were completely different from before, and there 
was no unified cartel policy. The export figures for the cartels were 
only kept until July 1938. Up until this date, however, the results 
do suggest that the international cartels were successful in uniting its 
members’ export sales and organising the world to fit the needs of its 
members pricing policies. By establishing exclusive import agreements 
with major steel consumers, the ISEC created a system in which it could 
control individual prices in separated markets. This enabled them to 
price discriminate and to fight outsider competition market by market, 
rather than generally lowering prices. 
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FIGURE 3 


WORLD PRICE AND GERMAN CARTEL RECEIVED PRICE FOR MERCHANT 
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FIGURE 4 


DIFFERENCE BETWEEN THE GERMAN CARTEL RECEIVED PRICE AND THE 
WORLD PRICE FOR MERCHANT BARS 
(per motric ton) 
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allotted to semis, 0.56 per cent for structural shapes, 0.24 per cent merchant 
bars, and 0.04 for feuillards. See the Convention entre les Groupes Belges, Francais 


was divided into three parts: semis, with a 1.68 per cent quota; structural 
a 0.3 per cent quota; and fouillards with a 0.82 per 
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and how much negotiation went in 
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F. ew York, 1941), p.183. 

In 1934 Belgian steel exports to Britain were 630,672 tons, of which 218,477 were 
semi-finished steel; the French exported 248,898 tons, of which 115,614 were semis 
and the Germans exported 163,272, of which 52,080 were semis. 


Hexner, International Stee! Cartel, p.120. 
For more on the British involvement in the ISEC see C.A. Wurm. Pedustricile 


On responses to questions posed to the Arbitrale by the French 
Group of the International Steel Cartel, 5 Aug. 1937. AN 139AQ 1) 
Internal Note Prepared for M. Laurent on the given to Semi-Finished 


Wobb-Pomerene Act of 1918 provided an exemption from anti-trust price fixing 
regulations for agreements relating solely to exports. See Scherer, Industriel Market 
Structure and Economic Performance (Chicago, 1980), p.496. 
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Kiersch and Hexner do not elaborate counterfactuals to test what prices would have 


Ph.D. thesis, University of Illinois at Champaign-Urbana, 1988). 
The first conversion rate of July 1933 was 1.463 paper pounds per gold pound. 
Thereafter the rates changed as follows: 


August 1933 1.499 October 1934 1.675 
September 1933 1.552 November 1934 1.650 
October 1933 1.553 January 1935 1.675 
November 1933 1.519 February 1935 1.700 
December 1933 1.486 March 1935 1.750 
January 1934 1.550 April 1935 1.725 
March 1934 1.625 May 1935 1.700 
September 1934 1.650 June 1935 1.675 
Seo Hexner, pp. 184-5. 


See Cooperation’, pp.15-16. 
D.R. Osborne, ‘Cartel Problems’, Economic Review (Dec. 1976), 
pp.835—44 


For further details of the arrangement sce The Agreement between the ISEC and 


Bars Shapes Thick Plates 
Germany 35.43 31.58 49.03 
Belginm 22.51 11.92 45.18 
France 11.12 42.90 4.19 
Luxembourg 28.94 11.61 1 .60 
2.00 2.00 - 


Although these data are only for the German case, fragmentary evidence from both 
Belgium and France suggests that similar differentials existed for their exports. 


COMMENT 


George Livesey and Profit Sharing: 
A Comment on Some Recent Literature 


MARY MILLS 


management 
in the last century; it attempts to analyse the success or failure of the 
scheme through a detailed examination of its progress from its inception 
in 1889 until its termination at nationalisation, and puts into a frame- 
work of current debate research which has appeared in unpublished 
theses.? However the two-paragraph summary by Philip Ollerenshaw 
has highlighted some points which, while accurately carrying forward 
Derek Matthews’ main argument, may also have distorted some details. 
One of these is on the nature of paternalism, the other concerns George 
Livesey, the originator of the scheme at South Met. 


co-partnership’, ‘prosperity 
attempts to analyse the reasoning for and results of various schemes. 
The paper by Livesey, quoted by Derek Matthews, is primarily 
a discussion about the difference between his scheme and Lever’s, 
which he describes following a more generalised attack on ‘profit 
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sharing’ by Lever. He cites N.P. Gilman’s distinction of French and 
German ‘patronal’ institutions,5 as corresponding with Lever’s ‘pros- 
perity sharing’. He thus distinguishes very sharply between this and his 
own scheme at South Met., which, he says, was designed to enable 
the workforce to ‘take a higher position in life and therefore become 
better citizens’, corresponding to the French definition of ‘participation’. 
Although he did not use the actual word ‘paternalism’ here, Livesey can 
be seen as being acutely aware that a variety of meanings and motivations 
can be encompassed within the idea. As currently used it may not cover 
the sharp gradations of meaning of which those who were supposed to 
have practised it were aware. 

This is not the place to refer these ideas to current discussions on 
‘paternalism’ ,* but it should be said that the concept is more complicated 
than it appears. Simply stated, it could be taken to mean that the effect is 
to inhibit freedom of action. It must therefore be noted that, whatever 
the actual result, that Livesey’s stated intention was the opposite — ‘Our 
working population have no share in its vast accumulated property . si 
the right to own property is the foundation of liberty’.” He described 
the Lever schemes as ‘libraries, recreation rooms’ and said ‘it may be 
questioned whether it is really to the advantage of employees to have 
so much done for them. In short, does it tend to make men of them?”6 

It can of course be argued that attempts to ‘make men of them’ 
are themselves paternalistic and that Livesey’s definition of ‘liberty’ 
amounted to ‘a delusive snare’, to quote John Bums. The point 
nevertheless needs to be made that ‘paternalism’ as a concept can 
have many variations and ought to be used more exactly. If Livesey 
recognised their complexity then we should at least acknowledge that 
too and continue the discussion in the light of his comments; albeit 
critically. 

It should also follow that a useful look might be taken at the back- 
ground to some of Livesey’s ideas. He spoke at some length about the 
influence of Mazzini on himself and some others, for example Maurice. 
Mazzini had a considerable following in England and some influential 
support; it is possible that some of this circle were also involved in 
employee welfare work.!° A serious discussion of the background to any 
such scheme as that set up in South Met. must include an investigation 
of these influences. My second point concerns the brief description of 
Livesey himself. Philip Ollerenshaw has gone on to describe Livesey as 
‘an activist in the Free Labour Movement’. There is a body of evidence 
for this: much of it gained from William Collinson’s chapter on Livesey." 
There is also evidence from a number of pamphlet sources,12 and the 
Free Labour Gazette shows some employee participation. 13 However, it 
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must also be said that evidence of Livesey's involvement can be found 
in a whole range of organisations — such as the Labour Co-partnership 
Association, which described him in 1906 as ‘the one man who could 
not be left out'.14 Even more evidence can be produced for his life-long 
involvement with the Band of Hope and with numerous church bodies 
and professional organisations — like the Institution of Civil Engineers. 
Livesey was involved in a lot of different organisations, many with 
conflicting interests and ideologies. This is one of the things that 
makes him so interesting, and a bare comment on his association 
with free labour organisations does him a grave disservice and makes 
his involvement in profit sharing one-dimensional. 

Livesey’s years as a working engineer and manager in a initially 
relatively insignificant gas company should be remembered together 
with his contribution to the industry as a whole. Gas industry historians 
would never describe Livesey in such a dismissive way and have given 
recognition to this clever, busy, difficult and unconventional man: ‘the 
acknowledged leader of the gas industry . . . [which was] founded on his 
technical grasp . . . commercial vision . . . [and] tactical ability’.15 This 
gas industry background should always be remembered in discussions 
on the profit sharing scheme because so much of it is rooted in ideas 
about gas company financing and ownership put forward during the last 
century. Again it is crucial to look at this background in order to put the 
profit sharing scheme into context. 


would have made him even more outstanding. The fact that he also 
formulated a series of very original ideas about workplace management 
and the way society itself should be organised make him worthy of very 
serious notice indeed. He wrote and spoke very largely about these ideas 
— it is a pity that most of what has been published recently has listed bare 
achievements without understanding them or the intellectual force and 
energy behind them. 


NOTES 


1 P. Ollerenshaw, “British Businces History: A Review of Recent Periodical Literature’, 


Business History Vol.32 (1990), p.76. 
2 D. Matthews, ‘Profit-sharing in the Gas Industry, 1889-1949" Business History Vol.30 
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to 1914’ (unpublished Ph.D. thesis, University of Hull, 1983), Ch.6; M. Mills, ‘Profit 
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See, = Sa ša biographical article on C.Z.Burrows, Free Labour Gazette (June 
1895), p.4. 
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The du Ponts 


MIRA WILKINS 
; Florida International University 


ROBERT F. BURK, The Corporate State and the Broker State: The Du Ponts and 
American National Politics, 1925-1940 (Cambridge, MA and London: Harvard 
University Press, 1990. Pp.xi + 359. £27.95) 

DAVID A. HOUNSHELL and JOHN KENLY SMITH, JR., Science and Corporate 
Strategy: Du Pont R & D, 1902-1980 (Cambridge: Cambridge University Press, 
1988. Pp.xx + 756. £30) 

ANDREW FRAZIER WALL, Alfred I. Du Pont and His Family (Oxford: Oxford 
University Press, 1990. Pp.xii + 685. £22.50). | 


All three books under review have ‘Du Pont’ in the title or subtitle, have that 
family’s members as principal actors in their narratives, cover important facets 


works 
. Otherwise, they share: littl in common. 
Joseph Frazier Wall writes on Alfred I. du Pont (1864-1935), who in the 
early twentieth century combined with his cousins to take over the Du Pont 


It is a brilliant exposition on the Du Pont Company’s research and development 
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those relevant to the life of Alfred I. du Pont). The tree is essential; otherwise 
the reader would be overwhelmed. 

Wall interprets the word ‘family’ as going back as well as forward in time. 
Alfred is not born until page 67 of the volume (1864); he was the fifth generation 
of Wall’s du Pont chronicle. Alfred does not come of age until page 133. But then 
this is a long book and there is plenty of space for details on the main character, 
his wives, and offspring. The book has an immense amount on du Pont women 
(too much for this reviewer’s taste). 

Wall follows the career of Alfred, at first against the background of Du Pont 
Company history. Alfred joined the family firm at a young ago; he was ambitious 
and dissatisfied with the way things were run. During the Spanish-American 
War (1898), he took charge of powder production. Yet when that brief war 
was over, he was relegated to a low status position. Perhaps the reason was 
his deafness. 

Wall covers the key events of 1902 when the very survival of Du Pont was 
at stake and how at Alfred’s initiative, he and his two cousins T. Coleman du 
Pont and Pierre S. du Pont purchased control of the company. Coleman became 
president; Pierre handled finance; and Alfred ran the black powder operations. 
Within the next five years, Alfred had shocked the family by divorcing his wife of 
18 years and marrying Alicia, a young, also divorced cousin. He was j 
Cousin Coleman was particularly an i 


opportunity | 
earlier); Coleman supported him; Alfred was not informed. In the process 


the summer 1914, Pierre was fully in charge, a position that was reinforced 
after he t Coleman’s shares and became company president. By early 


National Bank (the third-ranking Jacksonville bank). The bank expanded into 
other Florida cities. Alfred also acquired timber land in northern Florida, a 
railroad, and a telephone and telegraph company. He made plans for a paper 
mill, which was built after his death in 1935 by Ball, who until 1981 managed 
and further expanded the Florida investments of his brother-in-law’s estate. 
Although after 1916, Alfred had no managerial relations with the Du Pont 
Company, his Du Pont stock holdings made him wealthy. Wall provides the 


Burk's interest, by contrast, is in the political views of the leaders of the Du 
Pont Company, 1925-1940. He has employed with great skill the 
ence of Pierre, Irénéc and Lammot du Pont and of John Jacob Raskob (and 
when below in connection with the Burk book, I write of ‘the du Ponts’, I am 
referring to these three brothers and Pierre’s close associate, Raskob). Burk 
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The heavy emphasis in Burk’s volume on the issue of Prohibition has value 
in indicating its importance; yet this reviewer wondered whether it served to 
obscure other subjects. While tax questions are appropriately considered, 
the matter of tariffs is in the shadows. Clearly, in 1922 the du Ponts had 
favoured the high dyestuffs tariff. The next tariff subject discussed is that 
of the 1930 Hawley-Smoot law and here Raskob’s objections were to the 
proposal for a presidentially appointed commission with the power to make 
adjustments in specific duties (p.72). In 1930, Burk describes Raskob as 
blasting away at Hoover’s tariff policy. Pierre du Pont, however, in his 
suggestions on the Democratic Party platform, advocated an avoidance of 


views (which are not spelled out) on the post-World War I European settlements 
_ reparations and war debt claims. By concentrating on the Prohibition question, 
Burk may short-change the diversity of public policy issues that commanded the 
attention of these businessmen in the late 1920s and early 1930s. Indeed, in July 
1932, despite the depression and the economic disarray within America, Raskob 
believed that the three primary issues were ‘the international situation, the tariff 
question, and the prohibition question’. Burk spends minimal time on the first 
two matters, in his focus on Prohibition repeal. 

Roosevelt took office in March 1933. One of his first measures was to sign 
the amended Volstead Act; by the end of 1933, after enough states had acted, 
the Prohibition Amendment was repealed. Between the du Ponts and Roosevelt 
there was a very brief honeymoon. Raskob conceded that he had misjudged the 
man. Pierre was prepared to serve the new Administration on business advisory 
councils and on the new National Labor Board. 

By 1934, however, the du Ponts had decided that rather than abandon the 
AAPA (the cause now won), they would transform the lobbying structure 
established into a new organisation, which came to be called the Ameri- 
can Liberty League. At first, the Liberty League talked about influencing 
Roosevelt’s policies; quickly, however, it dropped the negotiating stance and 


of the US government. 
As the Roosevelt administration abandoned ideas of industrial self 


League : 

ining); the Public Utilities Holding Compan Act (breaking up public 
utilities holding ies); the Banking Act of 1935 (which gave the Federal 
Reserve new powers); the Social Security Act (providing government benefits 
to the unemployed and the aged); a new tax bill (‘soaking’ the rich); and 
many others. The Liberty League’s efforts to change the path of legislation 

proved futile. 
In this context, Burk discusses the theme that provides the title for his volume: 
‘The Corporate State and the Broker State’. The Roosevelt administration 


Burk's book is not on business and politics (on how business used politics 
ends); it is on four key business leaders and their political 
purely domestic 


convinced that l 
to prevail over a corporate-led state, to the “reins of economic power' 
(Fam not fully persuaded by his argument). For students of American politics 
in the 1920s and 1930s, this book has much to commend 

Hounshell and Smith in Sctence and Strategy cover the history of 
the Du Pont Company, 1902-80. They a detailed study on how Du 
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Esch chapter of Hounshell and Smith’s fascinating book provides novel 
insights on corporate history and culture, the relationships between research 
and corporate isi , the responses of the firm to government policies 
(in peace and war), and the utilisation by this company of scientific and 
technological owledge generated abroad. The book discusses dead-ends in 


grappled 
with centralisation and decentralisation decisions and the importance of dif- 
We see Du Pont executives debating not only the organisation of research 


worked remarkably well. 


product development. l 
After the cousins took over Du Pont in 1902, they began to think about 
invo i 


, poss 


opportunity to expand into new areas, particulariy into dyestuffs otber 


ibly arti 
The 
World War brought excellent profits from the explosives business, and the 
and 
with dyestuffs. The firm began with two dyestuff intermediates that had 
that 
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point, it branched into a range of related products. During the First World 
War and in the decade thereafter, Du Pont was transformed into a diversified 


central to its strategies. The company acquired new and 
and fitted their offerings to its own needs. It developed (a lacquer), 
tetracthyllead (a ine additive to eliminate knocks), Freon (a 


gasoline 
refrigerant), and Teflon (a non-stick coating). Using French technology as a 
starting point, it made strides in the 1920s and 1930s in rayon and 
4 i s a . 


: products and 
oe m e fibre. By the mid-1960s, US 
consumption of synthetic fibres natural fibres. Du Pont had played a 
Key role in this fundamental change in consumption patterns. The company also 
developed , Including Lycra (an elastic yarn) and Kevlar (which 
can be used or bullet proof vests). It became heavily dependent on the textile 
fibres part of the business, with nylon, Dacron, and Orion its principal sources 
of profit. 


P 
products for humans, this was a field that had long tempted Du Pont; despite 
a decision in the late 1950s to move in that direction, the company had little 
success. Likewise, even though Du Pont had been an early producer of silicon, 
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a substitute for shoe-leather. In the 1970s, it sought approach. At 
the start of the 1980s, it adopted a new ocus with (1) research in products 
in biotechnology and 2) the purchase of the oil company, Conoco, Du Pont’s 
first Integration backward into 

This volumes carries the Du Pont research and story to the 


scem to have been relegated to a less important role. Neither ‘Japan’, nor 
any Japanese company, nor any Japanese scientist appears in the book’s index 
(Japan is to be sure mentioned in passing in a few places, not considered 
important enough to index). This is not a criticism; it probably accurately 
and . 


BOOK REVIEWS 


THEODORE KODITSCHEK, Class Formation and Urban Industrial Society: Brad- 
ford, 1750-1850 (Cambridge: Cambridge University Press, 1990, Pp.611. £40). 


H it is true that Britain’s new Prime Minister desires a ‘classless society’ then 
it it is equally true that his long-life predecessor desired a triumph of the 


Koditschek’s analysis centres on the entrepreneurs, those at the ‘cutting edge’ 
of production. He charts the rise and fall of the first generation of industrial 
capitalists who were subsequently replaced as Bradford's elite by a younger 
second generation of upwardly mobile, lower middle-class immigrants whose 


attributed in a mechanical way to type of property ip. These 

are on the one hand , and on the other they are arguably 
manifestations of They are independent ‘ideals’ which say more 
about claims to status from strata that about dichotomous 
Class positions 
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property ownership, it seems strange that his ‘base’ population for record 
linkage is‘number of servants’, a source indicative of styles of life. His sample 


therefore, 2s his methodology defined it, is never going to 
alternatives 


fought out in the ‘public life’ of this class. 

However although this fundamental flaw exists, and although he has a 
tendency to criticise authors that he then draws upon, Koditschek has produced 
a valuable contribution to many areas of the study of middle-class formation in 


industrialising England. 


it F ts ew Yow i sss the peak, a nile 


a little more about the nature of the City of London 1 
eames ct kc Ly ine. such as Sir John Perring and John Diston Powles, 
remain somewhat ill-defined. For the most part, the book provides a highly 
readable and accurate narrative account of the machinations of the agents of 
the Latin American states and the bankers in the City as they floated loans 
and sold them to an unsuspecting public. There is interesting mformation on 
how this was done, which historians of the City will find valuable, and some 
discussion of the attitude of the British government towards bond-holders when 
defaults followed upon the wild optimism of the bubble. Although Dawson is 
not himself very analytical, there is much detail and information which will be 
quarried by others. Where he is most interesting is in his own area of 
he is an adviser on international financial law in the City. His brief comments 
on the development of the law relating to international loans, and his remarks 
On thie differences between: tite, atin: American pent oh we Ispa Rae evs! 
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insolvent institutions. This is not what Bagehot had in mind, and while it is 
a view that many people still hold it turns out not to be helpful. Given these 
starting points he claims that the Bank was not a reliable lender of last resort 
until after the first World War. 

Ziegler is a German scholar who has done a great deal of work on British 
banking. The present study should be welcomed for its use of primary sources 
in examining the work of the Bank’s two main midland branches, especially 
their role in lending to local enterprise. It should also be welcomed as a wider 
contribution to business history in its treatment of the development of business 
policy and the relationship between bead office and branch. It should be treated 
with a little more caution on the central issue of lender of last resort. 


City Untversity Business School FORREST CAPIE 


KENNETH WARREN, Consett Iron, 1840-1980. A Study in Industrial Location 
(Oxford: Oxford University Press, 1990. Pp.xiii + 193; illus.; maps. £25). 


This elegantly written account of the 140 year long history of one of Britain’s 
most distinguished iron and steel companies deserves a wide readership. It 
explores the industrial and economic development of the Consett enterprise 
through all the recognizable phases of our national experience: industrial 
expansion in the early Victorian decades, the inties and adjustments 
of the last quarter of the nineteenth century, the rigours of the inter-war 

ion and the transformation of British economic experience before 
and after 1979. As would be expected, the vicissitudes of the economy of 
north-east England figure prominently, and much is made in particular of 
the company’s struggle from its earliest days to overcome competition from 
Teesside’s lower-cost iron industry. Superior efficiency and the pioneering of 
new processes of manufacture enabled Consett Iron not only to survive but to 
reach a peak of success in the last 20 years of the nineteenth century, belying 
any notion of entrepreneurial failure. Although in many ways it continued to 
remain disadvantaged, the company was generally successful and adaptable in 
the years that followed until it succumbed within a nationalised British steel 
industry. The range of themes covered illustrates the richness of the story to 
be told: re-equipment and reorganisation in the mid-nineteenth century, the 
creation of a town and society, the collapse of the finished iron trade and the 
rise of steel production, the Great War and the 1930s depression, Consett Iron 
and the redevelopment of Jarrow, location challenges of the 1960s, the British 
Steel Corporation and the progress to closure in 1980. 

In unravelling the complex story of Consett Iron’s origins, adaptations, 
reversals and successes, Warren gives full reign to the particularities and 
details of history unafraid of allowing description, especially of human quirks 
and prejudices, to play its vital role as a preliminary to understanding. The 
industrial story is enriched moreover by a careful reappraisal of conventional 
location theory and by a restrained but nonetheless passionate plea for a wider 
appreciation of the social cost of industrial decline. Consett Iron’s experience 
reveals how location theory is at best a poor guide to locational practice; 
relatively poor location does not necessarily give rise to poorer responses 
to difficult circumstances. And when history displays the resilience of a 
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one-industry community in the face of intense uncertainty and challenge, 
whether it be from the forces of free-market competition or from enforced 
rationalisation, the question arises of just how far the fate of such communities 


nationally. 
University of Birmingham W.R. GARSIDE 


PHILIPPE CHALMIN, The Making of a Sugar Giant: Tate & Lyle, 1859-1989 
(Chur, Switzerland: Harwood Academic Publishers, 1990. Pp.xvii + 782. $95 


and yall a eaten ahaa sh 
This is a translation of that volume with a chapter bringing the 
analysis up to 1989. 

Although the centrepiece is a case study of the growth of Tate & Lyle the 
firm is placed securely not merely in its national context, but also in the broader 
sweep of world production and trade in raw and manufactured sugar. Indeed, 
one of the points that comes out clearly is the degree to which sugar was a global 
commodity from the early nineteenth century, and how changes in national 


raw sugar changed in the late nineteenth century from the colonies 
to northern Europe as beet replaced cane by virtue of export giving 
beet a price advantage over unsubsidised cane sugar 

Severe meant that numerous B refiners went 


foreign Titish sugar 
out of business in the later nineteenth century. The growth of Henry Tate’s 
firm from the 1860s is all the more in need of explanation. Chalmin cannot 
attempt this in any great detail as no business archives survive for the 


patents. charisma and flair were lees than steady 
dedication the ability to pick reliable managers, he . For Lyle’s 
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early history, Chalmin draws heavily on John Orbell's book about its shipping 
enterprise. Lyle’s success in a difficult period is put down to its ability to reduce 
costs and also to its high quality brand, Golden Syrup, which commanded a 

The First World War saw dramatic changes for the sugar refiners as beet fields 
became battlefields and government intervened. The refiners benefited from 
the guaranteed margin allowed by government, the lack of foreign competition, 
and the high level of activity. The result was that profits soared as margins on 


and about 75 per cent in 1938. World sugar production doubled in the inter-war 
period and the price fell sharply. Despite this Tate & Lyle prospered, through 
further horizontal acquisitions, the government subsidy on beet sugar, and 
own search for efficiency, via increasing scale and technological advance. 
The Second World War brought rationing of consumption and central 
purchasing of raw sugar. Tate & Lyle’s profits rose, despite reduced throughput, 
as the government-guaranteed returns ensured profit per ton nearly doubled. 
State control continued until 1953 as the dollar shortage restricted raw sugar 
imports despite a world glut. The main post-war threat to Tate & Lyle 
was nationalisation, which was first mooted in a Labour Party pamphlet 
of 1949. Tate & Lyle’s spirited defence involved the creation of ‘Mr Cube’, 
and a well-orchestrated campaign combined with the small majority of the 
returned Labour government to remove this threat to the firm’s Independent 


existence. 
In the late 1950s and 1960s British per capita consumption stagnated while 


quota price was consistently above the world price, but it cost the British 
consumer about £40 million a year from 1957 to 1972 i 


generous on. The main arcas of vertical integration were shipping, 
, and technical advice which in turn became sources of income m 
their own right. The most recent changes t Britain's entry into 


in some cases one-sentenco, ; 
which a good editor should have red importantly, there are 
one or two lapses 


The preface to this collection of nine essays notes that the book grew out 
conference at the London School of Economics but does not record the 
or theme of the meeting. The series editor is thanked for his patience 
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concentrate on the first. Wiliam Kennedy offers another econometric 
study of British capital markets to reiterate his view that information available to 
investors was inadequate for them to make rational decisions or to monitor the 


was never its primary function or concern. Jean-Jacques van Helten, recalling 
the frenzied periods of mine promotion in the 1880s and 1890, blames the 
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gambling spirit of so-cailed investors as much as the misinformation generated 
by promoters in Johannesburg, Kalgoorlie, the City, and wherever else a quick 


the ‘Macmillan gap’. It is encouraging that some of the are now willing 
to open their records to 1939, but it seems silly that none of the customers can 
be named; 75 per cent of Ross’s sample were in cotton and must by now have 
been wound up or swallowed up in one of the conglomerates. 


for the British Empire, Erlangers were one of those families shunned by the 
‘establishment’. Such a family — and it was by no means unique — helps to 
explain City disinterest in British industry, and is also a challenge to those who 
like to write of the integration of the British financial and political elites in the 
period covered by this book. 


University of Nottingham S.D. CHAPMAN 


PETER N. DAVIES, Fyffes and the Banana: Musa Sapientun, A Centenary 
History, 1888-1988 (London: The Athlone Press, 1990. Pp.xviii + 301; illus.; 
maps. £17.95). 


The banana trade has been the subject of passionate debate for almost all 
of its 100-year history, principally because of the primacy of a small number 
of large highly integrated multinationals. It is only in recent years however, 
that commentators have employed an economic framework to analyse the 

ities and events in the context of the trade’s development. Fyffes 


Latin America, it is the only scholarly company-based history to have been 
published to date; and, given the loss of United Fruit’s archives, Fyffes’ records 
are now the only source of material relating to that company’s early activities 
besides private collections. 

After a brief introduction covering the geographic and botanic origins of 
the banana, the first three chapters are devoted to scene-setting covering the 
origins of the international fruit trade, the early US banana market and the 
Canary Islands. This discussion is, with the exception of the description of Elder 
Dempster’s role in stimulating banana exports in the Canaries, generally reliant 
upon existing sources and, at times, suffers from over-cmphasis on issues of 
only tangential interest. After this somewhat tentative beginning however, the 
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subject. Five or so chapters trace the company’s dual origins in Alfred Jones’ 
Elder Dempster Co. and Edward Wathen Fyffe’s agency for banana 
growers through to Elders & Fyffes’ dominant position in the UK and European 
market by 1914 as an autonomous wholly-owned subsidiary of the United Fruit 
Co. The next two chapters concentrate market growth and competition in 


as I 
entreprencurial behaviour by individuals rather than institutions 
events and determining corporate success is an enduring source of 
demonstrates that the key figures of Alfred Jones, Edward Fyffe, 
and Roger Ackeriey, like Lorenzo Dow Baker and Andrew 
the US, discerned the key structural parameters of the banana trade 
these guide their 
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ee years and it has sanctioned a more objective approach to business 
extent to which 


Motor Industry, 1896-1972 (Coventry Centre for Business History, Coventry 
Polytechnic 1960. Bale 216. £15). 
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the previously located primary source material with the Armstrong-Siddeley 
board minutes which came to light in 1896, with much material from the Public 
Record Office, relating mainly to Second World War aircraft production and 


showing 
both at its beginning and at what appears to be the approach of its demisc. 
Lawson was a complete confidence trickster who did far more damage to the 


which , 
to bring out several themes which run through the individual biographics and 
also enable a few other entrepreneurs to be introduced with frustrating brevity. 
Here the writer’s grasp is much less sure and he jumps backwards and forwards 
in time with 


While the staff at Coventry Polytechnic no doubt deserve 
the author’s commendation for having converted ‘a mishmash of a draft into 
a table form’ — and we certainly owe the our gratitude for 


responsibility on the author to spot mistakes in his text. These can be irritating 

; ies; exorbitant; subsequently; Lyon’s) or just a howler 
ea re ave told, had 87 patients to his name). And a valuable, scholarly 
work of this sort, which deserves to be used for reference, should have a good 
index. This has none at all. 


London School of Economics T.C. BARKER 
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Atlantic Slave Trade, 1600-1815 


. Pp.xiv + 428; maps. £30). 
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is still something of a neglected dimension in economic development 


the fact that its share in European GDP more than doubled in the 


despite 
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nineteenth century. Simon Ville's new study only partially remedies this lacuna. 
It covers the main forms of transport — road services, waterways, shipping, 
railways and the early stages of motor transport, but with some weakness 
coastal shipping and urban transport and very little on tramways. Remarkably 
in view of the title of the book and the author's introductory framework, the 
economic impact of transport services per se does not receive the prominence 
it deserves. Much of the text is devoted to a review of the development 
and construction of the different transport modes in the European context. 
Countries flash on and off the screen with such rapidity that the reader is left 
somewhat breathless. In the case of shipping and motor vehicles, almost the 
entire chapters are devoted to the construction and organisation of the relevant 
It is true that in terms of Ville’s backward and forward linkage relationships 
the construction side is important in any assessment of transport’s contribution 
to the economy. Equally, however, one would like to know more about the role 
of the service component in the developmental process. This is where the study 
really falls short. Apart possibly from the chapter on railways, a case could 
be made for jettisoning some of the descriptive material and giving greater 


in European development. 
University of Leicester DEREK H. ALDCROFT 


PAMELA M. PILBEAM, The Middle Classes in Europe, 1789-1914: France, 
, Italy and Russia (Basingstoke and London: Macmillan Education 
Ltd., 1990. Pp.vii + 328; 2 tables, £9.95). 


The starting point for this comparative study of the middle classes in four 

countries is the French Revolution. Characterised by Marx and 
Engels as an instrument of immutable social change, one of the striking 
conclusions of this book is how much greater the resistance to social change 
was than the change itself — how great a disparity existed between rates of 
political and economic change and the rate of social change in Europe between 
1789 and 1914. The criteria used to identify the middle classes — a term used 
interchangeably with bourgeois — include not only economic factors such as 


book is thematic, based on cross-country comparison 

from a very wide range of sources in English and F 
The debate over the role of the entrepreneur — one of contemporary political 

interest and significance — is the first to be exposed. Far from being self-made 
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was only in Russia where the self-made man was sometimes more than a myth. 
In all four countries education was designed to prevent 
than to facilitate it — with Russia being the most prepared 


occupation was narrowly circumscribed. As access to secondary education was 
widened, hurdles in the form of minimum standards were set and the length 
of training extended in order to reserve the upper echelons of power for the 


members of the middle class to be created. This technical corps, usually the 
artillery, had the dubious honour of being in the front-line in the modern warfare 
of 1914-18. 


to dominate the rest. 
This book forms part of the Macmillan series on Themes in Comparative 
History, to which it makes a valuable and stimulating contribution. 


University of Manchester F.M.B. LYNCH 


MAURICE LÉVY-LEBOYER and FRANCOIS BOURGUIGNON, The French Economy 
in the Nineteenth Century: An Essay in Econometric Analysis (Cambridge: 
Cambridge University Press, 1990. Pp.xv + 369. £45). 


‘Dew economic history’. While much of the text is, as it were, in plain language, 
substantial parts are more difficult and require some acquaintance with what is 
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sometimes called ‘cliometrics’. Indeed, it is this feature which gives the book 
its pioneering character. 

The econometric study is built around a two-sector growth model (after 
W.A. Lewis), assuming a traditional, agricultural sector with unlimited supplies 
of labour and a market-driven, non-agricultural or modern sector. Whatever 
promotes ‘growth’ is regarded as positive, while a certain opprobrium is attached 
to anything which restricts it. 


replicate the sbort- and long-run behaviour of the French economy in three 


as 

economy of the Anglo-French Treaty of Commerce of 1860. Since the method 
appears to embody an irrefutable measure it has to be treated critically, which 
can hardly be done within the scope of a short review. Let it be said, then 
that altho this is a masterly work, in its own terms, the reader should not 
be overawed. Essentially the study proceeds at three levels. Firstly, there are 


ground 
how it operates and the simulations it makes possible. Thirdly, an enormous 
job in itself, the explanation of the compilation of the annual series used in 


and this, together with low wages, limited the expansion of the internal market. 
The model thus suggests a lag in consumption habits. Thus, in the middle 
decades there was an apparent failure of Engel’s law to function. Instead of 
there being a shift away from expenditure on food as incomes rose, the French 
spent more of their income than before on satisfying their appetite (from this 
side of the Channel the explanation may seem obvious — French people simply 
attached more importance to food than, say, the British and, indeed, continued 
to spend proportionately more on things of the table than their neighbours). It 
is also strange to find it said that the working class and peasantry ‘exhausted 
or simply wasted on non-industrial products, the income that wage increases 
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and the levelling of living conditions put at their disposal’ (p.46). Is 
oblique reference to the demon drink? After all, France did hold the record 
for per capita consumption of alcohol. 

In any case, the econometric shows, or confirms, that the growth 


misleading for the translators, who have, on the whole, done a competent job 
with a text containing some long and involved sentences, to use the term ‘farmer’ 


GERMAN SOCIETY POR BUSINESS HISTORY, COLOGNE (ed.), German Yearbook 
on Business History, 1988 (Beriin: Springer-Verlag, 1990. Pp.vili + 186. 
DM65). 


war Munitions firms are caught in this dilemma, 
which Burchardt , in respect of the central plant of 
the Krupp concern — the Essen foundry (Gusstahlifabrik) — from company 


1930s here. 
Finally, a new analysis by J.H. ten Cate, of the pursued by Reichsbank 
President Schacht during his first term of office 1924-30), falls into the field of 
t of policy, and should also interest potitical historians. On the basis of the 
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Electronics Industry (Oxford; Clarendon Press, 1990. Pp.xiv + 405, £45.00). 


This is a wide-ranging, ambitious study of recent changes in government- 
electronic industries 


book which analyse recent evidence of change in the two industries, also have 

bidet li 6553 3 are ale 
font ACEA of decision-making within the firm itself. Such a bias is not 
surprising given that the book is primarily concerned with institutional factors, 
but it does create a dilemma for the team of authors. While they concentrate on 
analysing institutional factors, they also conclude that such factors are generally 
of diminishing and secondary importance. Of primary importance in explaining 
recent changes are technological change and the ‘internationalisation’ of mar- 


those associated with the digital communication of sound and vision, are not 
analysed, since this is not the intention of the Dook. Nonetheless, while it 
may be unfair to criticise authors for failing to do something which it was 
never their intention to do, oe 55 l eee 
recent change in the telecommunications and consumer electronics industries 
without a substantial analysis of the primary forcea making for change. It is 
like watching a performance of Macbeth from which all references to ambition 
have been cut, of mterest, but not quite the point. 


analysis 
will be disappointed. Such is the lack of interest in the economic 
sa i NEE h s i 3 tegen E Vickers and 
Yarrow are not mentioned in the text or included in the bibliography. Nor is 
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there any reference to, for example, Gomulka’s work on technological change 
nor, rather surprisingly, to Geroski’s work on the procurement of System X. 


case the omissions are extremely frustrating. Nonetheless, others, in particular 
political scientists, may well find much in this book to interest them. 
University of Edinburgh MARTIN CHICK 


JILL CRYSTAL, Oil and Politics in the Gulf: Rulers and Merchants in Kuwait and 


ae ae a ne 1990. Pp.xiH + 209. £25.00, 


This book analyses the impact of oil on the formation, destruction and nature 
of political coalitions in the Gulf states of Kuwait and Qatar. It is also about 
money and power and the ways in which leaders and economic elites, rulers 
and merchants, act to structure the relationship between those with money and 


expatriates who know no other country. 

Crystal concludes that the huge oil revenues have enabled the rulers to 
postpone the process of political democratisation but that the resultant political 
stability that this has created is both illusory and short 

ee r ns eee references to any 
fieldwork or interviews which Crystal may or may not have conducted in the 


disappointing that there is no mention of many of the more significant events 
in the latter half of the 1980s. 
Despite this, however, there is no doubt that as an historical analysis of the two 
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states before and after oil the book is an interesting, if somewhat unexceptional, 
study. The book’s real strength is a particularty effective concluding chapter in 
which Crystal explains, in an original and enlightening way, just what makes 
welcome addition 


such small but rich rentier states tick. As such, it is a to the 
literature and should be read by any student of the Gulf oil states. 

Menas Services Ltd. CHARLES GURDON 
(Middle East consultant) 


PAUL J. MIRANTI, JR., Accountancy Comes of Age: The Development of an 
American Profession, 1886-1940 (Chapel Hill, NC and London: The Universi 
of North Carolina Press, 1990, Pp.xi + 275. no price). 


ing is one of the new professions in both Great Britain and the 
United States. In Britain, provincial societies were established in Scottish 
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EE ARPE T asas The analysis is divided into four time periods: 
the dawn of professional accountancy, 1880-1900; accountants in an age of 
progress, 1900-16; mobilisation, prosperity and autonomous associationalism 


Questions explored by Miranti include: how to determine who should 
practice; how to co-ordinate and control the actions of the members; how 
to improve their well-being in terms of status and income; and how to maintain 
contact and control over factors in the external environment. 

Matters which are addressed to help answer these questions are: the authority 
of the professional bodies (whether autonomous, the British model, or subject 
to close government control, the continental model); the method of education 
(whether it was to be based on apprenticeship or a theoretical training in a 
university), 5 re ange cara der rasta ‘elite’ consisted of 
white, middle class Anglo-Saxons from the north-castern states), and whether 
to organise activities at state or national level. A feature of Miranti’s study is the 
endeavour to relate the history of the profession to broader economic, political 
and social change, and it is for this reason that this book will appeal not only 
to accounting historians but other groups including business historians. 

The material is well organised; the major themes are spelled out in the first 
chapter, developments are analysed on a chronological basis, and the findings 
used to assess and criticise the various historical interpretations identified at 
the outset. 

A problem for readers unfamiliar with accounting developments in the United 
States is the lack of factual context for the broad arguments and themes explored 
by Miranti. This problem can be redressed by reading his book in conjunction 
with A History of Accounting in America by Gary John Previts and Babara 


Nicholas Stacey, English Accountancy 1800-1954. 
Cardiff Business School JOHN RICHARD EDWARDS 


CARL H.A. DASSBACH, Global Enterprises and the World Economy: Ford, 
General Motors, and IBM: The Emergence of the Transnational Enterprise 
(New York: Garland Publishing Inc., 1989. Pp.ix + 558. $91.00). 


It must be a sore temptation for any reviewer of a new book on multinational 
enterprise (MNE) to preface their remarks with a comment about the veritable 
mountain of literature now available on this topic. In these terms, it is clearly 
important to question the ways in which it represents a worthwhile increment 
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to theory, the empirical record of MNE growth or, more rarely, an amalgam 
of the two. 

Before the academic merit of Dassbach’s book can be assessed, it is necessary 
to highlight two shortcomings that must seriously compromise this volume’s 
chance of scholarty success. It is massively over-priced, notwithstanding its 

, and the presentation leaves much to be desired. Few libraries, let alone 

academics, will consider buying it. Its origins as a Ph.D. thesis are 

apparent in the direct reproduction from a combination of word-processor and 

dot-matrix printer. It also lacks an index and has unjustified right margins: both 

unforgivable sins, particularly since most word-processing peckages are able to 

generate these things automatically. These charges, it must be assumed, should 
be laid firmly at the door of the publisher rather than the author. 


enterprises. His survey of the theory of MNE is compact and u 

It is followed by an analysis of what he sees as the 
transition from ‘national’ and ‘multinational’ | oa Ges aia 
and IBM before the late 1920s, to “ransnational' forms since the economic 
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the argument. The book is also full of tables which look very impressive but 
which I will not pretend to understand. But Fligstein seems to, which is all 


But it is much broader in scope, starting where she starts, in general agreeing 
with her analysis, and then proceeding through cach successive merger wave 
right down to the 1980s. 

Fligstein’s book is a valuable contribution to business history, to political 
science (with its commitment to ‘bringing the state back in’ to accounts of 
American development), and to the contemporary literature of economic 


corporate raiders, leveraged buyout specialists, and junk-bond kings who have 
taken the habit of considering firms as nothing more than bundles of financial 
resources to its illogical and socially destructive conclusion. 

Much of the book consists of a reassessment of the familiar Chandler 
territory, described in somewhat unfamiliar language, and explained in a way 
which complements Chandler’s at the same time as subverting it. Fligstein 
identifies four successively-dominant managerial ‘conceptions of control’ direct, 
manufacturing, sales and marketing, and financial — in the last hundred years. 


low-cost production, which permitted firms to guarantee their market position, 
dissuade new entrants into their industries, and engage in price leadership. The 
third is that of the diversifying, multidivisional firm, seeking to its risks, 
to protect its market share in broadly-related industries, to guarantee 
continued growth. The fourth is the post-war strategy of diversification into 
unrelated industries, turning firms into bundles of assets which can only be 
managed by financial control. 

Fligstein explains transitions and continuities between these dominant strat- 
egies quite convincingly — his argument is actually quite common-sensical, once 
the jargon is stripped away. Most important of all, be integrates an 
of evolving managerial styles with an account of anti-trust policy which takes 
it seriously as having established a changing framework within which managers 
have determined corporate growth strategies. Only that which is probably legal 
can be truly effective. If one reads Fligstein’s book as an indictment, the federal 
government is in the dock as a co-defendant. 


University of Durham HOWELL JOHN HARRIS 
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RICHARD S. TEDLOW, New and Improved: The Story of Mass Marketing in 
aa a | 1990. Pp.xi + 481. 


Alfred Chandler opened up to business historians a whole new area of enquiry 
when he charted the growth of major American corporations. Responding to 
key developments such as population trends and the growth of communications, 
they learned to co-ordinate the purchase of raw materials, production and 
distribution on a vast scale, in the process evolving a managerial cadre. 


later telephone network. Such a national, distribution system permitted lower 
prices and high volume sales. 

The third phase has been one of market segmentation: the firms have 
targeted distinct groups according to demographic information and i 
assessments of varying life-styles. According to Tedlow, the goal has been not 
achieve economies of scale, but also to price in each segment in 
with the ‘special value' placed on the given product, independently of 

, Tedlow takes the cases of soft drinks (Coca-Cola 


this 
and Pepsi), motor cars (Ford and General Motors), and grocery and general 
merchandise retailing. He then assesses cach case in terms propositions 


Marshall knew that the goodwill of consumers could attach them to parti 
brands, and distinguished between constructive and combative 


He and 
could have resolved to engage in non-price competition rather than 
wars, to maintain an orderly market. Yet the monopolistic analysis of price 
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place for entrepreneurial intuition, nowadays more 
are required for reducing uncertainty. Perhaps because he concentrates on the 


dreams. 
University of Reading T.A.B. CORLEY 


CLAUDIA GOLDIN, Understanding the Gender Gap: An Economic History 
of American Women (New York: Oxford University Press, 1990. Pp.xviil 
+ 287. £30). 


Understanding the Gender Gap marks a milestone in women’s history. This is 
a piece of outstanding scholarship based on exhaustive primary research and a 
has the courage to attack head-on the 


The labour force participation of the former grew from the 1820s to 
19208, whilst that of married adult women fell it grew. 
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Goldin secondly why real progress in the economic advancement of 
women has seemed slow to emerge. She demonstrates that the 
in women’s labour force I has been the result of long term 
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TAKESHI YUZAWA and MASARU UDAGAWA (eds.), Foreign Business in Japan 
before World War II (The International Conference on Business History, 

ings of the 16th Fuji Conference, University of Tokyo Press, 1990. 
Pp.x + 291; mdex. ¥6,000). 


of Japanese-oriented business history both inside and outside Japan. ‘Japanese- 
oriented’ because the bulk of the contributions, as the volume’s title suggests, 
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is concerned with foreign business opcrations in Japan, and hence tell us as 
much about western as they do about Japanese business history. 


The range of issues discussed and the problems and questions raised are con- 
siderable. Yet reading through the volume this reviewer was left with two rather 
contradictory impressions: how much the diversity and breadth of scholarship 

ted here illuminates the study of twentieth-century international business, 
and how little light is shed on the development of the modern Japanese economy. 


reverses conventional perceptions. Other papers, too, add much in detail to our 
knowledge of international business. In a fascinating study of Swise- Japanese 
economic relations, Jequier notes how the conservative Swiss watch 

lost out at the close of the nineteenth century both to Japanese imitations and 
American competition in the Japanese market. While the Swiss continued to 
export finished watches, ‘the Americans, past masters at evading customs duties, 
sent their watch movements and cases separately. The uniformity and simplicity 
of their calibers facilitated the assembling of the watches in Yokohama’. As a 
result, the share of Swiss watches in Japan’s imports fell from 86 per cent in 
1896 to 47 per cent just six years later. 

But what do the various case-studies presented here tell us about Japa- 
nese economic history? What was the role of foreign enterprise in Japanese 
development? Did foreign technology and business practice play a significant 
part in Japan’s ‘success’? Although several writers address these questions no 
clear-cut picture emerges. Fundamentally, we have to ask why foreign business 
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and foreign capital was so Hmited in pre-war Japen. And, if it was so limited, 
how did the Japanese nonetheless manage to adopt new techniques so quickly 
and industrialise so rapidly? 

The absence of foreign enterprise is, of course, as clusive as Sherlock Holmes’ 
silent dog. One can hardly expect case-studies of businesses which failed to 
materialise. But it seems a pity that the present volume ignores almost entirely 
the early Meiji period when, despite the imposition of ‘unequal treaties’, the 

to Chi 


MARSHALL C. EAKIN, British Enterprise in Brazil: The St John d'el Rey Mining 
Company and the Morro Velho Gold Mine, 1830-1960 (Durham, NC and 
London: Duke University Press, 1989, Pp.xrili + 334; illus.; maps. $47.50 
£42.75). 


This book is not a simple exercise in company or business history. While it 
manages to tell the story of the St John Co. in some detail, it goes far beyond that 
to aseces the company’s role in the broader economic and social development of 
the Minas Gerais region and Brazil as a whole. By any measure it is an unusual 
book. Originally conceived gs a postgraduate thesis on the general subject of 
2 os ie ee ee 


sketching 
scl sn overview ok Baliak levees Rn tho teek, the book la divided tats 


they are followed determines the overall success of the book. The first section 
opens with a review of the development of the St John Co. from its founding 
in 1830 through to its purchase and transfer to American ip in 1960. 
It is the only serious business history in the book and takes up less a fifth 
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of its length. While the story is told engagingly, it takes the form of a simple 

the forces shaping the success of the company, 
other than the forceful presence of George Chalmers; the mine manager, in the 
40 years around the turn of the century. The section on the company’s balance 
sheet is very interesting, but disappointingly fails to produce figures in detail, 


its , throughout their long Business economic 
historians are often coy in accepting this kind of physical determinism, but the 
case can be made very here. 
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society in and around the Morro Velho paints common enough picture of 
clitism and separatism against a background of gradual assimilation. The Engtish 


not sure that I want to be told that by an American. 

Overall this is a very stimulating book, telling its story well from a number 
of different directions. The breadth of the material covered belies its rather 
narrow title. Completed with a useful bibliographical cesay, I am sure that 


it will find an enthusiatic well beyond the confines of business and 
mining history. 
University of Exeter ROGER BURT 
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growth, makes unjustified assumptions about the relationship and about British 
i R&D. It is taken for granted that British innovative performance was 


true only for measures; the intensities are much 
closer. The difference is the much lower non-R&D 
labour productivity of British industry. It is also wrongly that the 
British government supported a much greater of R&D than in the 


fact the very large American commitment to agricultural research, and that m 
absolute terms British R&D was dwarfed! 


Centre for the History of Science, Technology & Medicine DAVID EDGERTON 
University of Manchester 


LISA MIRABILE (ed.), International Directory of Company Histories, Volume II 
(London: St James Press, 1990. Pp.xx + 784. £75). 


This is the second of a five-volume series and it covers companies in the fol- 
lowing industries: electrical and electronic; entertainment and leisure; financial 
services — banks; financial services — non-banks; food products; food services and 


sales of two billion US dollars or are ‘leading influences in their respective 
industries or geographical locations’. In the case of banks, they must have 


These basic data are followed by two or three pages of company 


services and retailing. The biographies contain basic factual information on 
the development of the business. Beyond this the fare is a littl variable. 
For example, considering its rather chequered performance under Arnold 


has been drawn. In contrast, the fortunes of Gateway supermarkets under Alec 
Monk are chronicied in a commendably critical fashion. 


shares 
outside stock can participate in its growing profitability. In essence, the 
company is a big debt-collecting agency. It has gradually extended its range of 
services and, by all accounts, it has a great future. Potential British financial 
operators take note! 


people, librarians, historians, investors . . .’ is justified. It is a good example 
University of Bristol B.W.E. ALFORD 


PETER J.S. DUNNETT, The World Tetevision Industry: An Economic Analysis 
(London and New York: Routledge, 1990, Pp.xtii + 246. £40.) 


In 1964 the average British adult watched 3.1 hours of television per day. It 
is surprising that economists and historians have paid so little attention to an 

Ivity which occupies one eighth of our lives. This book is written at a level 
which will be accessible to first year undergraduates, yet it contains information 
about the current state of the global TV industry which will be of value to the 
researcher as well as the general reader. 

After a very brief sccount of the history of television there are two chapters 
on the basic economics of the industry. Consumer demand, advertising, the 
industry's structure, and its production costs are dealt with in an elementary 
manner, with the assistance of demand and supply and cost diagrams. Unfor- 
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worth reading, in particular because it effortlessly captures the rather frenzied 
spirit of the times. 


London School of Economics JOHN SINGLETON 


GEOFFREY JONES (ed.), Banks as Multinationals (London: Routledge, 1990. 
Pp.301. £35.00). 


This book is the result of an international conference on the subject held at 

Reading University in August 1989. The 14 cesays fall into three categories: 

those which take an international or general perspective, those which are 
ific, and those which look at individual banks. 


Evolution of Exchange , although of his exampies 
arise from his work on the Hong Kong and Bank; and Mira Wilkins’ 
Banks Over Borders: Some Evidence From Their Pre-1914 History’ 


Youssef Cassis’ ‘Swiss International Banking, 1890-1950’; Raj Brown’s “Chinese 
Banks and Banking in South-East Asia Since 1870’; Thomas F. Huertas’ ‘US 
Multinational Banking: History and Prospects’; and Brian Scott-Quinn’s “US 


in Multinational Banking’ C.G.A. Clay’s “The 


itinational 

Ottoman Bank; others are further reflections on completed work, such as King’s. 
This is a most useful book, giving an overview of a subject which is drawing 

increasing attention from scholars. The editor provides a short but useful 

introduction placing the chapters in context and drawing together some of 

the threads. There are two figures and 17 tables. 

University College, London KATHLEEN BURK 


ALAN RUGMAN and ALAIN VERBEKE, Global Corporate Strategy and Trade 
Policy (London and Now York: Routledge, 1990 Pp.xi + 168. £35.00). 


competition 
firms of the three economic blocs, the USA, Japan, and the EC. It is thus seen 
as essential for small open economics such as Canada to gain access to the 
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market of at least one’ of these triad powers. For Canada, geography dictates 
that this market should be the US. The problem is that access has been made 
Increasingly difficult by the strategies pursued by corporations based in the US, 
aimed at influencing trade policy (i.e. protection) and industrial policy (i.e. 
subsidies). 

The framework is based on the work of Michael Porter, with companies 


seen as achieving competitive advantage through efficiency-besed or nonm- 
ee eee pursued through market or non-market channel. 
non-cfficiency i 


The book is presumably aimed primarily at Canadian managers on business 
courses and I am sure that it is very useful in that context. However, business 
historians will undoubtedly be struck by the low level of the analysis and the lack 
of historical perspective. The framework lacks precision and no clear definitions 
are given. What, for example, are the precise criteria to be used when deciding 
whether a corporate strategy is efficlency-based or non-efficiency-based? The 
most striking feature of the book for me, however, is the lack of historical 
Pn i eee ol 
pi 5 in Dam grant protection and subsidies is 

t. I would suggest a compulsory course on economic history 
for Rugman and Verbeke. 


University of Warwick STEVE BROADBERRY 


MARK CASSON, Enterprise and Competitiveness: A Systems View of International 
Business (Oxford: Clarendon Press, 1990. Pp.xii + 229, £25). 


Much of the material presented in this volume has appeared elsewhere, cither in 
the form of conference papers or as contributions to edited works. Nevertheless, 
we must be grateful to Mark Casson for collecting and reworking his papers on 


international business for, taken together ee 
examining the organisation and development of multinationals from a broader 
perspective than hitherto 


The central theme advanced by Casson is that systems view of international 
production provides us with valuable insights into the process of internalisation 


sug- 
gests, somewhat limited in scope. A systems view, on the other hand, by incor- 
porating variables previously considered the domain of geographers, engineers, 
biologists and others, enables us to derive a richer and more contextual model 
of greater explanatory power. Thus the impact of externalities, such as heat or 


production 
externalities. Motives for acquisition can be more fully 
and questions of barriers to entry and market power properly 
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two. Trust, suggests, is an important element in Japanese culture whilst 
Americans, with their emphasis on individual freedoms, tend to compete rather 


to systems in which en ial talents are somewhat deficient. The final 
considers ways in which advances in information alter 

the scope and location of multinational activity and the international 

of thought. 


Casson’s book raises a number of important issues, but the overall exposition 
is not as coherent as it might be. There is, it is true, a general theme running 
through the work, but that theme is not systematically developed, with some of 
the later chapters only being peripherally related to the those which go befare. 
The whole, nevertheless, is extremely stimulating, offering many valuable 
insights to business historians secking to come to terms with the structure of 
i business. 


University of Auckland S.R.H. JONES 


LESLEY RICHMOND and ALISON TURTON (eds.), The Brewing Industry: A Guide 
To Historical Records (Manchester: Manchester University Press, 1990. Pp.viti 
485. £45.00). 


It could be disconcerting to discover a helpful book such as this. For that little 
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This book is a guide to the records of brewing companies in Great Britain, 
as many as could be discovered. And a good number were: about 650 principal 
businesses form the main body of the guide. They are arranged alphabetically 
by company, using the most recent names. That means that there are entries for 
such firms as Greene King (Biggleswade) Ltd. Those to whom the name Wells 
& Winch is more familiar need not fear, for the index will guide them accurately. 
Cross-referencing gives the reader further help in following businesses through 
changes in ownership. 


regional trade organisations. One is impressed, too, by the assistance provided 
by companies at present trading. Only a handful were unable to allow access 
to their records. 

Fundamentally the book is a guide for researchers seeking archival sources. 
For that it is admirable. A mass of records is listed, for the survival of records 


There is more to this book than a simple guide to archives. The 

sketches to each of the 650 main entries are instructive, not least about that trait 

of continuity. Richard Wilson’s introduction to the book provides, in only 20 
by 


ROYAL COMMISSION ON HISTORICAL MANUSCRIPTS, Records of British Busi- 
ness and Industry, 1760-1914: Textiles and Leather (Guides to Sources for 
British History 8)(London: Her Majesty’s Stationery Office, 1990. Pp.xiv + 
130. £10.95). 


This volume is the first in a series describing the records of British business 
and industry based on the resources of the National Register of Archives. The 
series was initiated some years ago by the Royal Commission on Historical 
Manuscripts and its gestation period shows in its lack of consistency in the 
summaries and a lack of any attempt to set the contents in a wider historical 
context, by, for example, drawing attention to other more general sources 
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Ltd. (230); Morris & Co. (885); British Linen Co. 


1176); 
Sa) tery & Co. Li. 69 ` R. Greg & Co. Ltd. (402); Courtaulds Ltd. 
108; and T- Lester & 


Sons (758). The 
of the locations 


volume contains a name index of firms 
of firms. The names of individuals and 


BOOKS RECEIVED 


PAUL DE GRAUWE and LUCAS PAPADEMOS (eds.), The European Monetary 
System in the 1990s (London: Longman, 1990. Pp.xix + 350. £16.99. P/b). 
MAHMOOD IBRAHIM, Merchant Capital and Islam (Austin: University of Texas 
Press, 1990. Pp.x + 246. No price). 

CHRISTOPHER HUHNE, Real World Economics (London: Penguin, 1991. Pp.xv 
+ 336. £6.99). 

K.C. BARRACLOUGH, Steelmaking, 1850-1900 (London: The Institute of 
Metals, 1990. Pp.vili + 320. No price). 


Eric KERRIDGE, Trade and Banking in Early Modern England (Manchester: 
Manchester University Press, 1991. Pp.185. P/b edition. £10.95). 


Erratum: 


In the review of MICHAEL J. FREEMAN and DEREK H. ALDCROFT (eds.), 
Transport in Victorian Britain (Manchester, 1990) which appeared in Business 
History, Vol.32 No.4 (October 1990), the chapter on coestal shipping was 

attributed. The authors are P.S. BAGWELL and J. ARMSTRONG, 
and the Editors should like to apologise to them for the error. 
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This cumulatrvo index Lists all the contnbutsons published m Basmexs History sunco tts inception m 1958, with 
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ALFORD BWE 
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Library 1960/61 M 2 119 
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Comparative Study 1968 X 2 101 
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England, 1730-1830 1980 XXI 1 51 
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Comment 1980 XXI 2 241 
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CHAPMAN Stanicy 
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CHATTERTON DA 
Stats Control of Public Utlibes in the Nineteenth Century The 


Bnttsh and Japancse Economie Interacion under the Earty béeyt: 

The Takashima Coal Minc, 1868-88 l WW XXVI 2 19 
CHECKLAND SG 
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CHECKLAND SG 

The Entrepreneur and the Social Order. The Japan Business History 

Society Conference, 6-9 January 1975 1975 XVI 2 1% 
CHEONG WE 

Trade and Finance in Cinna, 1784-1834 1965 vil 1 34 
CHEONG WE 
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Production, Employment and Labour Productivity in the British 
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CLAYDON Tim 
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The Bank of England at Lrverpool, 1827-1844 1972 XV 2 14 
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COLLINS Michael 

English Bank Lending and the Financial Crisis of the 1370s 1990 32 
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The Cunard Archives at Liverpool 1978 XX 
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Consumer Marketing In Brita, 1914-60 1967 XXIX 4 65 
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COX Howard ` 
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CROMPTON Gerald 
*"Effictant and Econooucal Working’? The Performance of the 


Rmiway Companies, 1923-33 1985 XXVI 2 22 
CROMPTON Gerald 
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